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Independent auditor’s report
To the Board of Directors and Shareholders of Makedonski Telekom AD Skopje

Report on the financial statements

We have audited the accompanying financial statements of Makedonski Telekom AD Skopje, which
comprise the statement of financial position as of 31 December 2019 and the statement of
comprehensive income, statement of changes in equity and statement of cash flows for the year then
ended, and a summary of significant accounting policies and other explanatory information.

Management’s responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with Accounting Standards applicable in the Republic of North Macedonia and for such
internal control as management determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with Standards on auditing applicable in the Republic of North
Macedonia (the “Standards”). The Standards require that we comply with ethical requirements and
plan and perform the audit to obtain reasonable assurance about 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
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control.

An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

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

PriéewaterhouseCoopers Revizijé DOO 16, 8 Septemvri Blvd. Hyperiur'ﬁ'Business Center, 2nd ﬁdbr, 1000 Skorpjie
Republic of North Macedonia, VAT No. MK4030008022586, T: +389 2 3140 900, F: +389 2 3116 525, www.pwc.com/mk
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Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial
position of Makedonski Telekom AD Skopje as of 31 December 2019, and of its financial
performance and its cash flows for the year than ended in accordance with Accounting
standards applicable in the Republic of North Macedonia.

Report on other legal and regulatory requirements

Annual report prepared by the Management in accordance with the requirement of the article
384 of the Company Law.

Management is also responsible for the preparation of the Annual accounts and Annual
Report of Makedonski Telekom AD Skopje, which were approved by the Board of Directors of
Makedonski Telekom AD Skopje.

As required by the Audit Law, we report that the historical information presented in the
Annual Report prepared by Management of Makedonski Telekom AD Skopje in accordance
with article 384 of the Company Law, is consistent, in all material respects, with the financial
information presented in the Annual Accounts and audited financial statements of
Makedonski Telekom AD Skopje as December 2019 and for the year then ended.

agan Davitkov

General Manager
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PricewaterhouseCoopers Revizija DOO

20 February 2020
Skopje, Republic of North Macedonia



Makedonski Telekom AD - Skopije
Financial Statements

Statement of financial position
As at 31 December

In thousands of denars Note 2019 2018
Assets

Current assets

Cash and cash equivalents 5 1,539,722 517,310
Deposits with banks 6 - 742,487
Trade and other receivables 7 2,922,295 2,889,753
Other taxes receivable 8 14,293 14,115
Inventories 9 385,307 269,678
Total current assets 4,861,617 4,433,343
Non-current assets

Property, plant and equipment 1 10,608,361 10,614,196
Advances for property, plant and equipment 5,648 2,890
Intangible assets 12 2,358,859 2,669,475
Advances for intangible assets 653 %
Trade and other receivables 7 339,294 359,425
Financial assets at fair value through profit and loss 26.1 131,585 103,306
Other non-current assets 612 612
Deferred tax assets 10 10,816 -
Total non-current assets 13,455,828 13,749,904
Total assets 18,317,445 18,183,247
Liabilities

Current liabilities

Trade and other payables 13 3,517,740 3,396,184
Income tax payable 36,270 7,330
Other taxes payable 8 42,687 46,495
Provision for liabilities and charges 14 183,453 172,780
Total current liabilities 3,780,150 3,622,789
Non-current liabilities

Other payables 13 260,336 358,023
Provision for liabilities and charges 14 37,917 27,815
Total non-current liabilities 298,253 385,838
Total liabilities 4,078,403 4,008,627
Equity

Share capital 9,583,888 9,583,888
Share premium 540,659 540,659
Treasury shares (3,738,358) (3,738,358)
Statutory reserves 958,389 958,389
Revaluation reserves 865,576 865,576
Other reserves 22,291 22,291
Retained earnings 6,006,597 5942175
Total equity 15 14,239,042 14,174,620
Total equity and liabilities 18,317,445 18,183,247

These financial statements were authorized for issue on 20 February 2020 by the Management of Makedonski Telekom AD -
j subjec to review and approval by the Board of Directors on 27 February 2020 and by the shareholders on
bseduently agreed :

AL

/
Nikola L‘]' E‘L)}ﬁ Slavk 57 j Goran Tilovski
Chief tive, Officer Chief alOfficer Controlling, Accounting and Tax
Director
Certified Accountant

Reg. No. 0105436



Statement of comprehensive income

In thousands of denars
Revenues

Depreciation and amortization
Personnel expenses

Payments to other network operators
Other operating expenses
Operating expenses

Other operating income
Operating profit

Finance expenses

Finance income

Finance income/(expense) - net

Profit before income tax

Income tax expense
Profit for the year

Total comprehensive income for the year

Earnings per share (EPS) information:

Basic and diluted earnings per share (in denars)

Makedonski Telekom AD - Skopje
Financial Statements

Year ended 31 December

Note 2019 2018
16 10,832,164 10,498,437
11,12 (2,438,000) (2,324,609)
17 (1,073,386) (1,146,786)
(903,336) (907,733)

18 (4,549,702) (4,335,947)
(8,964,424) (8,715,075)

19 28,194 29,264
1,895,034 1,812,626

20 (55,312) (62,425)
21 50,584 68,334
(4,728) 5,909

1,891,206 1,818,535

22 (230,722) (222,473)
1,660,484 1,596,062

1,660,484 1,596,062

30 19.25 18.50




Statement of cash flows

In thousands of denars

Operating activities
Profit before tax
Adjustments for:
Depreciation and amortization
Write down/(release) of inventories to net realizable value
Fair value gain on financial assets
Impairment on trade and other receivables
Net increase of provisions
Net (gain)/loss on disposal of property, plant and equipment
Dividend income
Interest expense
Interest income
Effect of foreign exchange rate changes on cash and cash
equivalents
Cash generated from operations before changes in working
capital
(Increase)/decrease in inventories
Increase in receivables
Increase/(decrease) in payables
Cash generated from operations
Interest paid
Taxes paid
Cash flows generated from operating activities

Investing activities

Acquisition of property, plant and equipment
Acquisition of intangible assets

Loans collected

Deposits collected from banks

Deposits placed with banks

Dividends received

Proceeds from sale of property, plant and equipment
Interest received

Cash flows used in investing activities

Financing activities

Dividends paid

Payments of other financial liabilities
Cash flows used in financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at 1 January

Effect of foreign exchange rate changes on cash and cash
equivalents

Cash and cash equivalents at 31 December

Note

23
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Year ended 31 December

2019 2018
1,891,206 1,818,535
2,438,000 2,324,609

(3,909) 4,061
(28,279) (39,381)
159,958 119,015

27,332 12,068

(1,119) 1,069

(7,073) (3,159)

38,405 39,556
(15,232) (22,893)

3,739 1,862
4,503,028 4,255,342
(111,720) 64,382
(183,020) (155,987)
145,687 (120,925)
4,353,975 4,042,812
(28,192) (28,196)
(212,598) (240,571)
4,113,185 3,774,045

(1,381,753) (1,575,601)

(419,706) (259,713)

10,473 12,438
742,487 680,506
. (742,487)

7,073 3,159
3,061 11,245

15,232 22,893

(1,023,133) (1,847,560)

(1,595,704) (1,584,334)
(468,197) (345,354)

(2,063,901) (1,929,688)
1,026,151 (3,203)

517,310 522,375

(3,739) (1,862)

1,539,722 517,310




Statement of changes in equity

In thousands of
denars Note

Balance at 1
January 2018

Total
comprehensive
income for the
year

Transaction with
owners in their
capacity of
owners
(dividends paid)

Transfer (see note
2.13)

Share
capital

9,583,888

Share
premium

Treasury
shares

540,659 (3,738,358)

Statutory Revaluation
reserve reserves

958,389 867,477

(1,901)
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Other
reserves

Retained

earnings Total

22,291 5,929,063 14,163,409

1,596,062 1,596,062

- (1,584,851) (1,584,851)

1,901

Balance at 31

December 2018 15 9,683,888

540,659 (3,738,358)

958,389 865,576

22,291 5,942,175 14,174,620

Balance at 1
January 2019

Total
comprehensive
income for the
year

Transaction with
owners in their
capacity of
owners
(dividends paid)

9,583,888

540,659 (3,738,358)

958,389 865,576

22,291 5,942,175 14,174,620

1,660,484 1,660,484

- (1,596,062) (1,596,062)

Balance at 31

December 2019 15 9,583,888

540,659 (3,738,358)

958,389 865,576

22,291 6,006,597 14,239,042
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1. GENERAL INFORMATION
1.1. About the Company

These financial statements relate to the Company Makedonski Telekom AD - Skopje.

Makedonski Telekom AD - Skopje, (hereinafter referred as: “the Company”) is a joint stock company incorporated and
domiciled in the Republic of North Macedonia.

The Company’s immediate parent company is AD Stonebridge Communications - Skopje, solely owned by Magyar Telekom
Plc. registered in Hungary. The ultimate parent company is Deutsche Telekom AG registered in the Federal Republic of
Germany.

The Macedonian telecommunications sector is regulated by the Electronic Communications Law (ECL) enacted in March
2014 (Official Gazette No. 39 dated 28 February 2014) as primary legislation and rulebooks as secondary legislation.

As of June 2013, the Company is listed on the Macedonian Stock Exchange (MSE) in the mandatory listing segment and it is
reporting to MSE, pursuant to the modifications of the Law on Securities dated 2013. In accordance with the MSE listing rules
the Company has permanent disclosure obligations related to the business and capital, significant changes in the financial
position, the dividend calendar, changes of the free float ratio (if it fails below 1%) and changes of the major shareholdings
above 5%. In addition, the Company has specific disclosure obligations comprising of various financial information, including
different financial reports (quarterly, semi-annual and annual), as well as public announcement for convening Shareholders’
Assembly (SA), all modifications and amendments made to the SA agenda and publication of certain adopted SA resolutions.
Before June 2013, the Company was reporting to the Macedonian Securities and Exchange Commission as a Joint Stock
Company with special reporting obligations.

The Company’s registered address is “Kej 13 Noemvri” No 6, 1000, Skopje, Republic of North Macedonia. The average
number of employees of the Company based on the working hours during 2019 was 1,060 (2018: 1,129).

1.2. Regulatory Environment - Mobile Line

On 5 September 2008 the Agency for Electronic Communications (hereinafter referred to as “the Agency”), ex officio, issued a
notification to the Company for those public electronic communication networks and/or services which have been allocated
thereto under the Concession Contracts. The license for radiofrequencies used by the Company in the GSM 900 band was
also issued in a form regulated in the ECL with a validity period until 5 September 2018, and in 2018 it was renewed for
additional 10 years until 2028, in accordance with the ECL. Due to the changes in the bylaws, the 900 MHz band is opened for
UMTS technology and at the request of the Company, the radiofrequency license is changed so that these frequencies are
now technology neutral.

In 2008 a decision for granting three radiofrequencies licenses was adopted. The validity of the license was 10 years, i.e. until
17 December 2018. The license was renewed in 2018 for 10 years, until 2028, in accordance with the ECL.

An auction procedure concluded in August 2013 awarded the whole 790 - 862 MHz band together with the unassigned
spectrum in the 1740-1880 MHz band for Long Term Evolution (LTE) technology in a public tender. Each of the 3 mobile
operators, at that time, obtained an LTE radiofrequency license of 1x10 MHz in the 800 MHz band and 2x15 MHz in the 1800
MHz band. Each license was acquired for a one-off fee of EUR 10.3 million. The license is for 20 years, until 1 December
2033, with renewal option for additional 20 years, in accordance with the ECL.

After the merger of One and VIP, on 18 November 2016, A1 Macedonia (former one.VIP) submitted a request to the Agency to
change the licenses for using radio frequencies in land mobile service with record numbers 108269/1, 108271/1, 104068,
104069, 104711, 108269/2 and 108267/2. The Agency adopted a resolution not to approve the reshuffling request of Al
Macedonia.

On 19 December 2014, amendments of the ECL were enacted. Many significant changes were made to the ECL, with the
Balkan Roaming Regulation being one of the most important changes made in line with EU Roaming Il regulation. The glide
path for roaming prices reduction finished on 1 July 2017. In 2019, regulatory bodies of the West Balkan countries (WB6)
(North Macedonia, Montenegro, Serbia, Bosnia, Albania, Kosovo) introduced a roaming regulation, starting with RLAH+
(Roam Like At Home) surcharge model from 1 July 2019 until 30 June 2021. From 1 July 2021, the RLAH- model regulation
shall be in place. With this regulation, the international termination rates between the WB6 countries were also decreased.
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Both mobile operators on the market, the Company and A1 Macedonia are designated as operators with a Significant Market
Power (SMP) status on the relevant wholesale market “Access and call origination on public mobile networks”. The Agency
imposed the same regulatory remedies for both operators:

e mobile access obligation for all MVNO hybrid types (including Reseller),

e  cost based price for Full MVNO,

e retail minus (-35%) for the Reseller,

e  obligation for access to MMS services and mobile data based on technology neutrality.

An MVNO, Lyca Mobile hosted on the A1 Macedonia network entered the Macedonian market and started retail operations in
July 2016 under regulated wholesale conditions.

The cable operator Telekabel, which on the market is already present by offering fixed services (voice, broadband and TV), as
of January 2019 started operating as an MVNO hosted on Company’s mobile network under regulated wholesale conditions.

Both operators, the Company and A1 Macedonia are designated as operators with an SMP status on the relevant wholesale
market “Wholesale call termination on public mobile networks”. The current termination rates are symmetrical for the
Company and A1 Macedonia, but as of May 2018, Lyca Mobile has high asymmetry.

The Agency made a new market analysis in mid-2018 for ,Wholesale SMS termination in public mobile networks” and
deregulated Telekom and A1 Macedonia, which were SMP operators on this market, and removed all obligations for both
operators.

Based on a public debate, at the beginning of 2017 the Agency adopted changes in the Rulebook on Radiofrequencies Fees:
e  Decrease of RF fees from 2.3 GHz to 3 GHz by 43% (from 16,800 EUR/MHz to 9,600 EUR/ MHz)
e  Decrease of RF fees above 3 GHz by 76 % (from 16,800 EUR/MHz to 4,000 EUR/MHz)
e Decrease of RF fees above 55 GHz (E band RF links) by 50% (from 8,000 EUR/250MHz to 4,000 EUR/250 MHz)
The change is favourable for the existing operators and for new entrants, especially for 2.6 GHz (not occupied).

The license duration of the two licences previously owned by A1 Macedonia was until 2017, 10 MHz from 900 MHz band and
10 MHz from 1800 MHz band expired on 23 March 2017, positioned in the lower parts of the bands. At the request of A1
Macedonia for licence renewal, the Agency adopted resolution No. 0804-974 dated 2 November 2016 not to renew these two
licences. At the moment these radiofrequencies are not allocated and they are not available for sale, they are saved for a third
entrant.

On 26 May 2017, A1 Macedonia submitted a request to the Agency to change the licence for using radio frequencies in land
mobile service with registered number 108267/2, whereby the following radiofrequency block was allocated: 1770-
1785/1865-1880 MHz. On 9 October 2017, the Agency issued a resolution for rejecting the A1 Macedonia’s request for
reshuffling on 1800 MHz.

Based on the appeal submitted by A1 Macedonia to this decision, in September 2019 the reshuffling request on 1800 Mhz
was finally approved by the Agency, due to a court decision in favour of A1 Macedonia. In the 1800 MHz range A1 Macedonia
will get huge continuous block of 35 MHz effective as of 15 October 2019. Based on the Company’s request, the Agency
prolonged the licenses on 900 (2x12.5MHz), 1800 (2x10MHz) and 2100 (2x15MHz) for additional validity of 10 years (until
2028-2029) without onetime fee.

In its 2020 working program, the Agency prepared a tender for a 700 MHz band. It also announced the release of Digital
dividend 2 radiofrequencies and repositioning of broadcasters in the lower part of the UHF band. Also, public debate on the
amount of the onetime fees and annual fees for 5G spectrum is expected in the second half of 2020 with a possibility for 3.x
GHz to be announced on a public tender.

In April 2019, the Ministry of Information Society and Administration issued the National Broadband Strategy which sets the
following targets:

e Bythe end of 2023 at least one major city should be covered with 5G signal;

e By the end of 2025 the regional highways and state highways defined by the Agency should be covered by a
continuous 5G signal;
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e  Bythe end of 2027 all urban areas will be covered by a continuous 5G signal;
e  Bythe end of 2029, everyone will have access to 5G internet with a minimum internet speed 100 Mbps;

e By the end of 2029, at least 50% of the total number of subscriber agreements of households across the whole
country should have internet access of at least 100 Mbps;

e By the end of 2029 all households will have affordable access to a network that provides download speeds of at
least 100 Mbps with the possibility of upgrading to gigabit speed;

e By the end of 2029, all public institutions (schools, universities, research centres and other educational institutions,
health institutions, ministries, courts, local governments and other public authorities and bodies), should have
symmetric access to the Internet of at least 1Gb/s.

1.3. Regulatory Environment - Fixed Line

The Company has SMP obligations in several regulated markets for fixed services.

At the beginning of 2015, the regulation for access to fibre was implemented, with Local Bitstream Access over NGA on level
3 and 4 and VULA (Virtual Unbundled Local Access) regulation on level 2. The introduction of new technologies (VDSL
Vectoring technology in 2017) announced by the Company for the retail customers led to the introduction of new wholesale
access products and reshaping of the regulatory obligations.

The final document for the wholesale central access for mass-market products provided at a fixed location market analyses
(Market 6) was published in April 2017. For the first time, the Agency imposed a regulation on the access to Hybrid Fibre
Coaxial Access (HFC). All existing obligations for the copper and fibre network remain unchanged. All obligations apply to the
Company and to the A1 Macedonia operator as SMPs on the broadband market.

In accordance with the Rulebook on technical conditions and building infrastructure (dated 15 July 2014), the Company is
obliged to build its infrastructure underground in urban areas with over 15,000 citizens for buildings for collective living with
more than eight apartments. The Company has a Digital Agenda obligation to cover 100% and 50% of all Macedonian
households with 30 Mbps and 100 Mbps broadband speed respectively, with a technology neutral basis until the end of 2020.

The amendments from September 2016, with a new obligation to register the new and existing electronic networks (ATLAS),
refer to the joint building and use of networks and a new obligation for the Agency to publish the received reports on the optic
backbone segment measurements by all operators.

The tender for a USO provider was published at the end of 2016, and one of the main criteria is the required amount for a
refund.

According to the results from the last tender, the Company is a universal service provider until 2021 for the following services:
e  Fixed access and access for disabled users (voice and Internet of minimum 2Mbit/s download)
e  Public payphones

R3 Infomedia signed a contract with the Agency for the Telephone Directory and Directory Inquiry universal services.

Following the market trends and the EU regulation, the Agency made decisions for deregulation on several markets: trunk
segment of leased lines and avoiding regulation of the Ethernet leased line services; minimal set of leased lines (retail); WLR
(Wholesale Line Rental) market; traditional retail fixed voice services (access and traffic). The Company has a cost-based price
obligation for the regulated wholesale services, using Long Run Incremental Costs methodology (LRIC).

In the middle of 2019, the Agency implemented ERT testing (margin squeeze methodology) to NGA based broadband
wholesale services supplied by the two dominant operators (MKT and A1 Macedonia). The developed ERT model will test the
economic replicability of the retail bundles including broadband services with access speed higher than 30 Mb/s. The
Ministry for Information Society and Administration completed the National Broadband Plan and 5G strategy for fulfillment of
the Digital Agenda and it is in the process of implementation.

1.4. Investigation into certain consultancy contracts
On 13 February 2006, Magyar Telekom Plc., the controlling owner of the Company, (via Stonebridge Communications AD -

Skopje, majority shareholder of the Company), announced that it was investigating certain contracts entered into by another
subsidiary of Magyar Telekom Plc. to determine whether the contracts were entered into in violation of Magyar Telekom Plc.
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policy or applicable law or regulation. Magyar Telekom’s Audit Committee retained White & Case, as its independent legall
counsel to conduct the internal investigation. Subsequent to this, on 19 February 2007, the Board of Directors of the
Company, based on the recommendation of the Audit Committee of the Company and the Audit Committee of Magyar
Telekom Plc., adopted a resolution to conduct an independent internal investigation regarding certain contracts in Republic
of North Macedonia.

Based on publicly available information, as well as information obtained from Magyar Telekom and as previously disclosed,
Magyar Telekom’s Audit Committee conducted an internal investigation regarding certain contracts relating to the activities of
Magyar Telekom and/or its affiliates in Montenegro and Republic of North Macedonia that totaled more than EUR 31 million.
In particular, the internal investigation examined whether Magyar Telekom and/or its Montenegrin and Macedonian affiliates
had made payments prohibited by U.S. laws or regulations, including the U.S. Foreign Corrupt Practices Act (the “FCPA”). The
Company has previously disclosed the results of the internal investigation.

Magyar Telekom’s Audit Committee informed the U.S. Department of Justice (the “DOJ") and the U.S. Securities and Exchange
Commission (the “SEC”) of the internal investigation. The DOJ and the SEC commenced investigations into the activities that
were the subject of the internal investigation. On 29 December 2011, Magyar Telekom announced that it had entered into
final settlements with the DOJ and the SEC to resolve the DOJ’s and the SEC’s investigations relating to Magyar Telekom. The
settlements concluded the DOJ's and the SEC's investigations. Magyar Telekom disclosed the key terms of the settlements
with the DOJ and the SEC on 29 December 2011. In particular, Magyar Telekom disclosed that it had entered into a two-year
deferred prosecution agreement (the “DPA”) with the DOJ. The DPA expired on 5 January 2014, and further to the DOJ's
request filed in accordance with the DPA, the U.S. District Court for the Eastern District of Virginia dismissed the charges
against Magyar Telekom on 5 February 2014.

In relation to the local investigation by the state authorities in Republic of North Macedonia and further to the previously
disclosed information in the Financial Statements of the Company for the preceding years, the criminal procedure at the basic
court is on-going.

We have not become aware of any information as a result of a request from any regulators or other external parties, other than
the previously disclosed, from which we have concluded that the financial statements may be misstated, including from the
effects of a possible illegal act.



Makedonski Telekom AD - Skopje
Financial Statements

2. SIGNIFICANT ACCOUNTING POLICIES

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

2.1. Basis of preparation

These financial statements are prepared, in all material respects, in accordance with the Company Law (published in Official
Gazette No. 28/04, 84/05, 25/07, 87/08, 42/10, 48/10, 24/11, 166/12, 70/13 119/13, 120/13, 187/13, 38/14, 41/14,
138/14, 88/15, 192/15, 6/16, 30/16, 61/16, 64/18, 120/18) and Rule Book for Accounting (published in Official Gazette
No.159/2009 and No.164/2010), whereby the International Financial Reporting Standards (IFRS) comprising IFRS 1 to IFRS
8, International Accounting Standards (IAS) comprising IAS 1 to IAS 41, International Financial Reporting Interpretations
Committee (IFRIC) comprising IFRIC 1 to IFRIC 17 and Standing Interpretations Committee (SIC) Interpretations comprising
SIC 7 to SIC 32, were published. IFRS 9, IFRS 10, IFRS 11, IFRS 12, IFRS 13, IFRIC 18, IFRS 15, IFRS 16 IFRIC 19, IFRIC 20
and IFRIC 21 are not included in the Rule Book for Accounting and are not applied by the Company. IFRS (including IFRS 1),
were initially published in the Official Gazette in 1997, and since then several updates have followed. The last update was in
December 2010.

The Company applies all relevant standards and the amendments and interpretations which were published in the Official
Gazette.

The financial statements are presented in Macedonian denars rounded to the nearest thousand.

The preparation of financial statements requires the use of certain critical accounting estimates. It also requires management
to exercise its judgment in the process of applying the Company’s accounting policies. The areas involving a higher degree of
judgment or complexity, or areas where assumptions and estimates are significant to the financial statements are disclosed in
note 4. Actual results may differ from those estimated.

2.2. Foreign currency translation
2.2.1. Functional and presentation currency

The financial statements are presented in thousands of Macedonian denars, which is the Company’s functional and
presentation currency.

2.2.2. Transactions and balances

Transactions in foreign currencies are translated to denars at the foreign exchange rate ruling at the date of the transaction.
Monetary assets and liabilities denominated in foreign currencies at the financial statement date are translated to denars at
the foreign exchange rate ruling at that date. Foreign exchange differences arising on translation are recognized in the Profit
or Loss (Finance income/expenses). Non-monetary financial assets and liabilities denominated in foreign currency are
translated to denars at the foreign exchange rate ruling at the date of transaction.

The foreign currencies deals of the Company are predominantly Euro (EUR) and United States Dollars (USD) based.

The exchange rates used for translation at 31 December were as follows:

2019 2018
MKD MKD
1USD 54.95 53.69
1EUR 61.49 61.49

2.3. Financial instruments

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability or equity
instrument of another entity.

Financial assets of the Company include, cash and cash equivalents, deposits with banks, equity instruments of another entity
(financial instruments at fair value through profit or loss) and contractual rights to receive cash (trade and other receivables) or
another financial asset from another entity.
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Financial liabilities of the Company include liabilities that originate from contractual obligations to deliver cash or another
financial asset to another entity (non-derivatives). In particular, financial liabilities include trade and other payables.

The fair value of traded financial instruments is determined by reference to their market prices at the end of the reporting
period. This typically applies to financial assets at fair value through profit or loss.

The fair value of other financial instruments that are not traded in an active market is determined by using discounted cash
flow valuation technique. The expected cash inflows or outflows are discounted by market-based interest rates.

The fair value of long-term financial liabilities is also determined by using discounted cash flow valuation technique. The
expected cash inflows or outflows are discounted by market-based interest rates.

Assumptions applied in the fair value calculations are subject to uncertainties. Changes in the assumptions applied in the
calculations would have an impact on the carrying amounts, the fair values and/or the cash flows originating from the financial
instruments. Sensitivity analyses related to the Company’s financial instruments are provided in Note 3.

2.3.1. Financial assets

The Company classifies its financial assets in the following categories:
(a) financial assets at fair value through profit or loss
(b) loans and receivables

The classification depends on the purpose for which the financial asset was acquired. Management determines the
classification of financial assets at their initial recognition.

Standard purchases and sales of financial assets are recognized on the trade-date, the date on which the Company commits
to purchase or sell the asset. Investments are initially recognized at fair value plus transaction costs for all financial assets not
carried at fair value through profit or loss. Financial assets carried at fair value through profit or loss are initially recognized at
fair value, and transaction costs are expensed in the Profit or Loss.

The Company assesses at each financial statement date whether there is objective evidence that a financial asset is impaired.
There is objective evidence of impairment if as a result of loss events that occurred after the initial recognition of the asset
have an impact on the estimated future cash flows of the financial asset or group of financial assets that can be reliably
estimated.

Impairment losses of financial assets are recognized in the Profit or Loss against allowance accounts to reduce the carrying
amount until derecognition of the financial asset, when the net carrying amount (including any allowance for impairment) is
derecognized from the statement of financial position. Any gains or losses on derecognition are calculated and recognized as
the difference between the proceeds from disposal and the (net) carrying amount derecognized.

Financial assets are derecognized when the rights to receive cash flows from the investments have expired or have been
transferred and the Company has transferred substantially all risks and rewards of ownership.

(a) Financial assets at fair value through profit or loss

This category comprises those financial assets designated at fair value through profit or loss at inception. A financial asset is
classified in this category if the Company manages such asset and makes purchase and sale decisions based on its fair value
in accordance with the Company investment strategy for keeping investments within portfolio until there are favorable market
conditions for their sale.

Financial assets at fair value through profit or loss’ are subsequently carried at fair value. Gains or losses arising from changes
in the fair value of the ‘financial assets at fair value through profit or loss’ category are recognized in the Profit or Loss (Finance
income/expense) in the period in which they arise.

Dividend income from financial assets at fair value through profit or loss is recognized in the Profit or Loss when the
Company'’s right to receive payments is established and inflow of economic benefits is probable.

(b) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active
market. They are included in current assets, except those with maturities over 12 months after the financial statement date.
These are classified as non-current assets.

The following items are assigned to the “loans and receivables” measurement category:
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- cash and cash equivalents

- deposits over 3 months

- trade receivables

- receivables and loans to third parties
- employee loans

- other receivables

Loans and receivables are initially recognized at fair value and subsequently carried at amortized cost using the effective
interest method.

Cash and cash equivalents

Cash and cash equivalents include cash on hand, cash in bank, call deposits held with banks and other short-term highly
liquid investments with original maturities of three months or less.

Should impairment on cash and cash equivalents occur, it would be recognized in the Profit or Loss (Finance expenses).
Trade and other receivables

Trade and other receivables are recognized initially at fair value and subsequently measured at amortized cost using the
effective interest method, less provision for impairment. A provision for impairment of trade and other receivables is
established when there is objective evidence that the Company will not be able to collect all amounts due according to the
underlying arrangement. Significant financial difficulties of the debtor, probability that the debtor will enter bankruptcy or
financial reorganization, and default or delinquency in payments as well as historical collections are considered indicators that
the trade receivable is impaired.

If there is objective evidence that an impairment loss on loans and receivables carried at amortized cost has been incurred,
the amount of the loss is measured as the difference between the asset’s carrying amount and the present value of estimated
future cash flows (excluding future credit losses that have not been incurred) discounted at the financial asset’s original
effective interest rate (i.e. the effective interest rate computed at initial recognition). The carrying amount of the asset is
reduced through the use of an allowance account, and the amount of the loss is recognized in the Profit or Loss (Other
operating expenses - Impairment losses on trade and other receivables).

The Company’s policy for collective assessment of impairment is based on the aging of the receivables due to the large
number of relatively similar type of customers.

Individual valuation is carried out for the largest customers, international customers, customers of interconnection services
and also for customers under liquidation and bankruptcy proceedings. Iltemized valuation is also performed in special
circumstances.

When a trade receivable is established to be uncollectible, it is written off against Profit or Loss (Other operating expenses -
Impairment losses on trade and other receivables) with a parallel release of the cumulated impairment on the allowance
account for trade receivables. Subsequent recoveries of amounts previously written off are credited against the recognized
loss in the Profit or Loss.

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 recognized (such as an improvement in the debtor’s credit rating), the previously
recognized impairment loss shall be reversed by adjusting an allowance account. The reversal shall not result in a carrying
amount of the financial asset that exceeds what the amortized cost would have been had the impairment not been recognized
at the date the impairment is reversed. The amount of the reversal shall be recognized in the Profit or Loss as a reduction to
Other operating expenses (Impairment losses on trade and other receivables).

Amounts due to, and receivable from, other network operators are shown net where a right of set-off exists and the amounts
are settled on a net basis (such as receivables and payables related to international traffic).

Employee loans

Employee loans are recognized initially at fair value and subsequently measured at amortized cost using the effective interest
method.

Difference between the nominal value of the loan granted and the initial fair value of the employee loan is recognized as
prepaid employee benefits, which reduces Loans and receivables from employees. Interest income on the loan granted

1
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calculated by using the effective interest method is recognized as finance income, while the prepaid employee benefits are
amortized to Personnel expenses evenly over the term of the loan. The program is not active in terms of granted new loans. In
2013, the last loan was granted.

Impairment losses on Employee loans, if any, are recognized in the Profit or Loss (Personnel expenses).
2.3.2. Financial liabilities

Trade and other payables

Trade and other payables (including accruals) are recognized initially at fair value and subsequently measured at amortized
cost using the effective interest method. The carrying values of trade and other payables approximate their fair values due to
their short maturity.

Long term financial liabilities are recognized initially at fair value and subsequently measured at amortized cost using the
effective interest method.

2.4. Inventories

Inventories are stated at the lower of cost or net realizable value. Net realizable value is the estimated selling price in the
ordinary course of business, less the estimated selling expenses.

The cost of inventories is based on weighted average cost formula and includes expenditure incurred in acquiring the
inventories and bringing them to their existing location and condition.

Phone sets are often sold for less than cost in connection with promotions to obtain new subscribers with minimum
commitment periods. Such loss on the sale of equipment is only recorded when the sale occurs as they are sold as part of a
profitable service agreement with the customer and if the normal resale value is higher than the cost of the phone set. If the
normal resale value is lower than costs, the difference is recognized as impairment immediately.

Impairment losses on Inventories are recognized in Other operating expenses (Write down of inventories to net realizable
value).

2.5. Assets held for sale

An asset is classified as held for sale if it is no longer needed for the future operations of the Company, and has been
identified for sale, which is highly probable and expected to take place within 12 months. These assets are accounted for at
the lower of carrying value or fair value less cost to sell. Depreciation is discontinued from the date of designation to the held
for sale status. When an asset is designated for sale, and the fair value is determined to be lower than the carrying amount, the
difference is recognized in the Profit or Loss (Depreciation and amortization) as an impairment loss.

2.6. Property, plant and equipment (PPE)

Property, plant and equipment are stated at cost less accumulated depreciation and impairment losses (see note 2.8).

The cost of an item of PPE comprises its purchase price, including import duties and non-refundable purchase taxes, after
deducting trade discounts and rebates, any costs directly attributable to bringing the asset to the location and condition
necessary for it to be capable of operating in the manner intended by management. The initial estimate of the costs of
dismantling and removing the item and restoring the site on which it is located is also included in the costs if the obligation
incurred can be recognized as a provision according to IAS 37 - Provisions, Contingent Liabilities and Contingent Assets.

The cost of self-constructed assets includes the cost of materials and direct labor.

In 2011, Law on acting with illegally built facilities was enacted, according to which the Company will incur certain
expenditures related to obtaining complete documentation for base stations and fix line infrastructure in accordance to
applicable laws in Republic of North Macedonia. The Company capitalizes those expenditures as incurred. The capitalized
expenditures are included within Property, plant and equipment (see note 11).

Items of property, plant and equipment were restated at the year-end using official revaluation coefficients based on the
general manufactured goods price increase index. Such coefficients have been applied to historical cost or later valuation and
to accumulated depreciation as to approximate replacement cost. The net effect of revaluation was recorded against
revaluation reserves. The last revaluation of property, plant and equipment was made in year 2000.
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Subsequent costs are included in the asset’s carrying amount or recognized as a separate asset, as appropriate, only when it
is probable that future economic benefits associated with the item will flow to the Company and the cost of the item can be
measured reliably. The carrying amount of the replaced part is derecognized. All other repairs and maintenance are charged
to the Profit or Loss during the financial period in which they are incurred.

When assets are scrapped, the cost and accumulated depreciation are removed from the accounts and the loss is recognized
in the Profit or Loss as depreciation expense.

When assets are sold, the cost and accumulated depreciation are removed from the accounts and any related gain or loss,
determined by comparing proceeds with carrying amount, is recognized in the Profit or Loss (Other operating
income/expense).

Depreciation is charged to the Profit or Loss on a straight-line basis over the estimated useful lives of items of property, plant
and equipment. Assets are not depreciated until they are available for use. Land is not depreciated. The assets useful lives
and residual values are reviewed, and adjusted if appropriate, at least once a year. For further details on the groups of assets
impacted by the most recent useful life revisions (see note 11).

The estimated useful lives are as follows:

2019 2018

Years Years
Buildings 20-40 20-40
Aerial and cable lines 20-25 20-25
Telephone exchanges 7-10 7-10
Base stations 10 10
Computers 4 4-6
Furniture and fittings 410 4-10
Vehicles 510 510
Other 2-15 2-15

2.7. Intangible assets

Intangible assets that are acquired by the Company are stated at cost less accumulated amortization and impairment losses
(see note 2.8).

ltems of intangible assets were restated at the year-end using official revaluation coefficients based on the general
manufactured goods price increase index. Such coefficients have been applied to historical cost or later valuation and to
accumulated depreciation as to approximate replacement cost. The net effect of revaluation was recorded against revaluation
reserves. The last revaluation of intangible assets was made in year 2000.

Subsequent expenditure on intangible assets is capitalized only when it increases the future economic benefits embodied in
the specific asset to which it relates. All other expenditure is expensed as incurred. New software modules that cannot be
used independently of the existing software (releases), but rather only combined with the base version's functionalities and are
implementations of enhanced software, characterized by systematic updates, revisions or expansions of previous versions of
existing software represent subsequent costs for the previous version and are capitalized if they meet the capitalization
criteria, i.e. if they coincide with the creation of additional functionalities. Consequently, the costs of releases is capitalized as
part of the base version and amortized together with the residual carrying amount over the base software's remaining useful
life. If indications exists that the software will be operated longer than the current useful life as a result of subsequently
capitalized expenditure, the useful life of the base software is reviewed, and if applicable extended.

The Company’s primary activities are in the fixed line and mobile operations in Republic of North Macedonia. These
operations usually require acquisition of licenses/frequency usage rights, which generally contain upfront fees and annual
fees. For each acquired license/frequency usage right, the Company assesses whether the amount of future annual fees can
be measured reliably at the start of the validity period of the license. If the Company considers that the amount of future annual
fees can be measured reliably, the present value of the future annual fees is capitalized, if any, as part of the cost of the license
otherwise these fees are recognized as expenses (Other operating expenses) in the period they relate to.

The useful lives of concession and licenses are determined based on the underlying agreements and are amortized on a
straight-line basis over the period from availability of the frequency for commercial use until the end of the initial concession or
license term. No renewal periods are considered in the determination of useful life (see note 12).
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Content rights are capitalized as intangible assets if all of the following conditions are met: there is no doubt whatsoever that
the content will be delivered as agreed in the contract; non-cancellable term of the contract is at least 12 months and cost can
be estimated reliably. Content rights are amortized over the contracts term. The financial liability recognized for capitalized
content is presented in the statement of financial position within Other financial liabilities. Unwinding of an accrued interest is
recognized as an interest expense and is presented within Financial expense. Consequently, the relevant cash outflows are
presented as cash flows from financing activities.

The estimated useful lives are as follows:

2019 2018
Years Years
Software and licenses 2-5 2-5
Concession 18 18
3G and 2G License 10 10
4G License 20 20

Amortization is charged to the Profit or Loss on a straight-line basis over the estimated useful lives of intangible assets.
Intangible assets are amortized from the date they are available for use. The assets useful lives are reviewed, and adjusted if
appropriate, at least once a year (see note 12).

In determining whether an asset that incorporates both intangible and tangible elements should be treated under IAS 16 -
Property, Plant and Equipment or as an intangible asset under IAS 38 - Intangible Assets, management uses judgment to
assess which element is more significant and recognizes the assets accordingly.

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

Assets that have an indefinite useful life are not subject to amortization and are tested annually for impairment.

Assets that are subject to amortization or depreciation are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. An impairment loss is recognized for the amount by
which the asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the higher of the asset’s fair
value less costs to sell and its value in use. For the purposes of assessing impairment, assets are grouped at the lowest levels
for which there are separately identifiable cash flows (cash-generating units - CGUs).

Impairment losses are recognized in the Profit or Loss (Depreciation and amortization). Non-financial assets that suffered
impairment are reviewed for possible reversal of the impairment at each reporting date.

2.9. Provisions and contingent liabilities

Provisions are recognized when the Company has a present legal or constructive obligation as a result of past events and it is
probable that an outflow of resources embodying economic benefits will be required to settle the obligation, and a reliable
estimate of the amount of the obligation can be made.

Provisions are measured and recorded as the best estimate of the economic outflow required to settle the present obligation
at the financial statement date. The estimate can be calculated as the weighted average of estimated potential outcomes or
can also be the single most likely outcome. The provision charge is recognized in the Profit or Loss within the expense
corresponding to the nature of the provision.

No provision is recognized for contingent liabilities. A contingent liability is a possible obligation that arises from past events
and whose existence will be confirmed only by the occurrence or non-occurrence of one or more uncertain future events not
wholly within the control of the entity; or a present obligation that arises from past events but is not recognized because it is
not probable that an outflow of resources embodying economic benefits will be required to settle the obligation or the amount
of the obligation cannot be measured with sufficient reliability.

2.10. Share capital

Ordinary shares are classified as equity.
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2.11. Treasury shares

When the Company purchases the Company’s equity share capital, the consideration paid, including any directly attributable
incremental costs (net of income taxes), is deducted from equity attributable to the owners as treasury shares until the shares
are cancelled or reissued. When such shares are subsequently reissued, the treasury share balance decreases by the original
cost of the shares, thereby increasing equity, while any gains or losses are also recognized in equity (Retained earnings).
Treasury shares transactions are recorded on the transaction date.

2.12. Statutory reserves

Under local statutory legislation, the Company was required to set aside minimum 15 percent of its net profit for the year in a
statutory reserve until the level of the reserve reaches 1/5 of the share capital. With the changes of the Law on Trading
Companies effective from 1 January 2013, the Company is required to set aside minimum 5 percent of its net profit for the
year in accordance with the adopted international financial reporting standards published in the “Official Gazette of the
Republic of North Macedonia” in a statutory reserve until the level of the reserve reaches 1/10 of the share capital. These
reserves are used to cover losses and are not distributed to shareholders except in the case of bankruptcy of the Company.

2.13. Revaluation reserves

The revaluation reserve relates to property, plant and equipment, and intangible assets and comprises the cumulative
increased carrying value using official revaluation coefficients based on the general manufactured goods price increase index
producers price index on the date of revaluation. The last revaluation of property, plant and equipment and intangible assets
was made in year 2000. When the revaluated assets are fully depreciated or disposed the relevant portion of the revaluation
reserve is transferred to Retained earnings.

2.14. Revenues

Revenues for all services and equipment sales (see note 16) are shown net of VAT and discounts. Revenue is recognized
when the amount of the revenue can be reliably measured, and when it is probable that future economic benefits will flow to
the Company and all other specific recognition criteria of IAS 18 on the sale of goods and rendering of services are met for the
provision of each of the Company’s services and sale of goods.

Customers of the Company are granted loyalty awards (credit points) based on their usage of the Company’s services
including timely payment of their invoices. Loyalty awards can be accumulated and redeemed to obtain future benefits (e.g.
handsets, telecommunication equipment, etc.) from the operators of the Company. When customers earn their credit points,
the fair value of the credit points earned are deducted from the revenue invoiced to the customer, and recognized as Other
liabilities (deferred revenue). On redemption (or expiry) of the points, the deferred revenue is released to revenue as the
customer has collected (or waived) the undelivered element of the deemed bundle.

Revenues from operating leases are recognized on a straight-line basis over the period the services are provided.
2.14.1. Fixed line and mobile telecommunications revenues

Revenue is primarily derived from services provided to subscribers and other third parties using telecommunications network,
and equipment sales.

Customer subscriber arrangements typically include an equipment sale, subscription fee and charge for the actual voice,
internet, data or multimedia services used. The Company considers the various elements of these arrangements to be
separate earnings processes and recognizes the revenue for each of the deliverables using the residual method. These units
are identified and separated, since they have value on a standalone basis and are sold not only in a bundle, but separately as
well. Therefore, the Company recognizes revenues for all of these elements using the residual method that is the amount of
consideration allocated to the delivered elements of the arrangements equals the total consideration less the fair value of the
undelivered elements.

The Company provides customers with narrow and broadband access to its fixed, mobile and TV distribution networks.
Service revenues are recognized when the services are provided in accordance with contractual terms and conditions. Airtime
revenue is recognized based upon minutes of use and contracted fees less credits and adjustments for discounts, while
subscription and flat rate revenues are recognized in the period they relate to.
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Revenues and expenses associated with the sale of telecommunications equipment and accessories are recognized when the
products are delivered, provided there are no unfulfilled company obligations that affect the customer’s final acceptance of
the arrangement.

Revenues from premium rate services (voice and non-voice) are recognized on a gross basis when the delivery of the service
over the network is the responsibility of the Company, the Company establishes the prices of these services and bears
substantial risks of these services, otherwise presented on a net basis.

Customers may also purchase prepaid mobile, public phone and internet credits (“prepaid cards”) which allow those
customers to use the telecommunication network for a selected amount of time. Customers must pay for such services at the
date when the card is purchased. Revenues from the sale of prepaid cards are recognized when used by the customers or
when the cards expired with unused traffic.

Third parties using the telecommunications network include roaming customers of other service providers and other
telecommunications providers which terminate or transit calls on the network. These wholesale (incoming) traffic revenues are
recognized in the period of related usage. A proportion of the revenue received is often paid to other operators (interconnect)
for the use of their networks, where applicable. The revenues and costs of these terminate or transit calls are stated gross in
these financial statements as the Company is the principal supplier of these services using its own network freely defining the
pricing of the service, and recognized in the period of related usage.

2.14.2. System integration and IT revenues

Contracts for network services consist of the installation and operation of communication networks for customers. Revenues
for voice and data services are recognized under such contracts when used by the customer.

Revenue from system integration contracts requiring the delivery of customized products and/or services is generally covered
by fixed-price contracts and revenue is recognized based on percentage of completion taking into account the proportion that
contract costs incurred for work performed to date bear to the estimated total contract costs.

Revenue from hardware and sales is recognized when the risk of ownership is substantially transferred to the customer,
provided there are no unfulfilled obligations that affect the customer’s final acceptance of the arrangement. Any costs of these
obligations are recognized when the corresponding revenue is recognized.

Revenues from construction contracts are accounted for using the percentage-of-completion method. The stage of
completion is determined on the basis of the costs incurred to date as a proportion of the estimated total costs. Receivables
from construction contracts are classified in the statement of financial position as Trade and other receivables.

2.15. Employee benefits
2.15.1. Short term employee benefits and pensions

The Company, in the normal course of business, makes payments on behalf of its employees for pensions, health care,
employment and personnel tax which are calculated according to the statutory rates in force during the year, based on gross
salaries and wages. Holiday allowances are also calculated according to the local legislation. The Company makes these
contributions to the Governmental and private funds. The cost of these payments is charged to the Profit or Loss in the same
period as the related salary cost. No provision is created for holiday allowances for non-used holidays as according the local
legislation the employer is obliged to provide condition for usage, and the employee to use the annual holiday within one year.
This is also exercised as Company policy and according the historical data employees use their annual holiday within the one-
year legal limit. The Company does not operate any other pension scheme or post-retirement benefits plan and consequently,
has no obligation in respect of pensions. The Company has contractual obligation to pay to employees three average monthly
salaries in Republic of North Macedonia at their retirement date according the Collective agreement between the Company
and the Trade Union of the Company, for which appropriate liability is recognized in the financial statements measured at the
present value of three average monthly salaries together with adjustments incorporated in the actuarial calculation. The
defined benefit obligation is calculated annually by independent actuaries using the projected unit credit method. The present
value of the defined benefit obligation is determined by discounting the estimated future cash outflows using interest rates of
high-quality bonds that are denominated in the currency in which the benefits will be paid. In addition, the Company is not
obligated to provide further benefits to current and former employees.
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2.15.2. Bonus plans

The Company recognizes a liability and an expense for bonuses taking into consideration the financial and operational
results. The Company recognizes a provision where contractually obliged or where there is a past practice that has created a
constructive obligation.

2.15.3. Termination benefits

Termination benefits are payable whenever an employee’s employment is terminated before the nominal retirement date or
whenever an employee accepts voluntary redundancy in exchange for these benefits. The Company recognizes termination
benefits when it is demonstrably committed to either terminate the employment of current employees according to a detailed
formal plan without the possibility of withdrawal or to provide termination benefits as a result of an offer made to encourage
voluntary redundancy.

2.16. Marketing expenses

Marketing costs are expensed as incurred. Marketing expenses are disclosed in note 18.
2.17. Taxes

2.17.1. Income tax

According to the provisions of the profit tax law, the tax base is the profit generated during the fiscal year increased for non-
deductible expenses and reduced for deductible revenue (i.e. dividends already taxed at the payer) and the income tax rate is
10%. In line with these income tax for the year was calculated and recorded in the Statement of comprehensive income.

2.17.2. Deferred income tax

Deferred tax is recognized applying the liability method, on temporary differences arising between the tax bases of assets and
liabilities and their carrying amounts in the financial statements. However, deferred tax is not accounted for if it arises from
initial recognition of an asset or liability in a transaction other than a business combination that at the time of the transaction
affects neither accounting nor taxable profit. Deferred tax is determined using income tax rates that have been enacted or
substantially enacted by the financial statement date and are expected to apply when the related deferred tax asset is realized
or the deferred tax liability is settled.

Deferred tax assets are recognized to the extent that it is probable that future taxable profit (or reversing deferred tax liabilities)
will be available against which the temporary differences can be utilized.

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets against
current tax liabilities and when the deferred income taxes assets and liabilities relate to income taxes levied by the same
taxation authority on either the same taxable entity or different taxable entities where there is an intention to settle the
balances on a net basis.

2.18. Leases

2.18.1. Operating lease - Company as lessor

Assets leased to customers under operating leases are included in Property, plant and equipment in the statement of financial
position. They are depreciated over their expected useful lives on a basis consistent with similar fixed assets. Rental income is
recognized on a straight-line basis over the lease term.

2.18.2. Operating lease - Company as lessee

Costs in respect of operating leases are charged to the Profit or Loss on a straight-line basis over the lease term.
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2.19. Earnings per share

Basic earnings per share is calculated by dividing profit attributable to the equity holders of the Company for the period by the
weighted average number of common stocks outstanding.

2.20. Dividend distribution

Dividends are recognized as a liability and debited against equity in the Company’s financial statements in the period in which
they are approved by the Company’s shareholders.

2.21. Segments

The operating segments of the Company are based on the business lines, residential, business, wholesale and other, which is
consistent with the internal reporting provided to the chief operating decision maker, the Chief Executive Officer (CEQ) who is
advised by the Management Committee (MC) of the Company. The CEO is responsible for allocating resources to, and
assessing the performance of, the operating segments. The accounting policies and measurement principles of the operating
segments are the same as those applied for the Company described in the Significant accounting policies (see note 2). In the
financial statements, the segments are reported in a manner consistent with the internal reporting.

The operating segments’ revenues include revenues from external customers and there are no internal revenues generated
from other segments.

The operating segments’ results are monitored by the CEQ and the MC to Direct margin, which is defined by the Company as
revenues less direct costs less Impairment losses on trade and other receivables.

The CEOQ and the MC do not monitor the assets and liabilities at segment level.
2.22. Comparative information

In order to maintain consistency with the current year presentation in the Financial statements and the Notes thereto, certain
items have been reclassified for comparative purposes. Material changes in disclosures, if any, are described in detail in the
relevant notes.

3. FINANCIAL RISK MANAGEMENT
3.1. Financial risk factors

The Company does not apply hedge accounting for its financial instruments, all gains and losses are recognized in the Profit
or Loss. The Company is exposed in particular to credit risks related to its financial assets and risks from movements in
exchange rates, interest rates, and market prices that affect the fair value and/or the cash flows arising from financial assets
and liabilities. Financial risk management aims to limit these market and credit risks through ongoing operational and finance
activities.

The detailed descriptions of risks, the management thereof as well as sensitivity analyses are provided below. Sensitivity
analyses include potential changes in profit before tax. The potential impacts disclosed (less tax) are also applicable to the
Company’s Equity.

3.1.1. Market risk

Market risk is defined as the ‘risk that the fair value or value of future cash flows of a financial instrument will fluctuate because
of changes in market prices’ and includes interest rate risk, currency risk and other price risk.

As the vast majority of the revenues and expenses of the Company arise in MKD, the functional currency of the Company is
MKD, and as a result, the Company objective is to minimize the level of its financial risk in MKD terms.

For the presentation of market risks, IFRS 7 requires sensitivity analyses that show the effects of hypothetical changes of
relevant risk variables on profit or loss and shareholders’ equity. The periodic effects are determined by relating the
hypothetical changes in the risk variables to the balance of financial instruments at the financial statement date. The balances
at the end of the reporting period are usually representative for the year as a whole, therefore the impacts are calculated using
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the year end balances as though the balances had been constant throughout the reporting period. The methods and
assumptions used in the sensitivity calculations have been updated to reflect the current economic situation.

a) Foreign currency risk
The functional currency of the Company is the Macedonian denar.

The foreign exchange risk exposure of the Company is related to holding foreign currency cash balances, and operating
activities through revenues from and payments to international telecommunications carriers as well as capital expenditure
contracted with vendors in foreign currency.

The currency giving rise to this risk is primarily the EUR. The Company uses cash deposits in foreign currency, predominantly
in EUR, and cash deposits in denars linked to foreign currency, to economically hedge its foreign currency risk in accordance
with the available banks offers. The Company manages net liability foreign exchange risk through maintaining higher amount
of deposits in EUR.

The foreign currency risk sensitivity information required by IFRS 7 is limited to the risks that arise on financial instruments
denominated in currencies other than the functional currency in which they are measured.

At 31 December 2019, if MKD would have been 1% weaker or stronger against EUR, profit would have been MKD 4,747
thousand in net balance lower or higher, respectively. At 31 December 2018, if MKD would have been 1% weaker or stronger
against EUR, profit would have been MKD 6,945 thousand in net balance lower or higher, respectively. At 31 December 2019,
if MKD would have been 10% weaker or stronger against USD, profit would have been MKD 1,588 thousand in net balance
lower or higher, respectively. At 31 December 2018, if MKD would have been 10% weaker or stronger against USD, profit
would have been MKD 663 thousand in net balance lower or higher, respectively.

b) Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in
market interest rates.

Change in the interest rates and interest margins may influence financing costs and returns on financial investments.

The Company is minimizing interest rate risk through defining of fixed interest rates in the period of the validity of certain
financial investments. On the other hand fix term deposits may be prematurely terminated, since the contracts contain a
clause that, the bank will calculate and pay interest by interest rate which is valid on the nearest maturity period of the deposit
in accordance with the interest rates given in the offer.

In case of significant increase of the market interest rates, deposit may be terminated and replaced by new deposit with
interest rate more favorable for the Company at lowest possible cost.

The investments are limited to relatively low risk financial investment forms in anticipation of earning a fair return relative to the
risk being assumed.

The Company has no floating interest-bearing liabilities, while it incurs interest rate risk on cash deposits with banks and loans
to employees. No policy to hedge the interest rate risk is in place. Changes in market interest rates affect the interest income
on deposits with banks.

The Company had MKD 1,533,218 thousand cash in banks as at 31 December 2019. 1% rise in market interest rate would
have caused (ceteris paribus) the interest received to increase with approximately MKD 15,332 thousand annually, while
similar decrease would have caused the same decrease in interest received. Amount of deposits is MKD 1,254,440 thousand
(including call deposits) and cash in bank as at 31 December 2018, therefore 1% rise in market interest rate would have
caused (ceteris paribus) the interest received to increase with approximately MKD 12,544 thousand annually, while similar
decrease would have caused the same decrease in interest received.

c) Other price risk

The Company’s investments are in equity of other entities that are publically traded on the Macedonian Stock Exchange, both
on its Official and Regular market. The management continuously monitors the portfolio equity investments based on
fundamental and technical analysis of the shares. All buy and sell decisions are subject to approval by the relevant Company’s
bodies. In line with the Company strategy, the investments within portfolio are kept until there are favorable market conditions
for their sale.
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As part of the presentation of market risks, IFRS 7 also requires disclosures on how hypothetical changes in risk variables
affect the price of financial instruments. As at 31 December 2019 and 31 December 2018, the Company holds investments,
which could be affected by risk variables such as stock exchange prices.

The Company had MKD 131,585 thousand investments in equity of other entities that are publically traded on the
Macedonian Stock Exchange as at 31 December 2019, 20% rise in market price would have caused (ceteris paribus) MKD
26,317 thousand gain, while similar decrease would have caused the same loss in the Profit for the year. The amount of the
investments in equity of other entities that are publically traded on the Macedonian Stock Exchange is MKD 103,306
thousand as at 31 December 2018, therefore 20% rise in market price would have caused (ceteris paribus) MKD 20,661
thousand gain, while similar decrease would have caused the same loss in the Profit for the year.

3.1.2. Creditrisk

Credit risk is defined as the risk that one party to a financial instrument will cause a financial loss for the other party by failing
to discharge an obligation.

The Company is exposed to credit risk from its operating activities and certain financing activities.

Counterparty limits are determined based on the provided Letter of guarantees in accordance with the market conditions of
those banks willing to issue a bank guarantee. The total amount of bank guarantees that will be provided should cover the
amount of the projected free cash of the Company.

With regard to financing activities, transactions are primarily to be concluded with counterparties (banks) that have at least a
credit rating of BBB+ (or equivalent) or where the counterparty has provided a guarantee where the guarantor has to be at
least BBB+ (or equivalent).

The depositing decisions are made based on the following priorities:

- To deposit in banks (Deutsche Telekom core banks, if possible) with provided bank guarantee from the banks with the
best rating and the best quality wording of the bank guarantee;

- To deposit in banks with provided bank guarantee from the banks with lower rating and poorer quality wording of the
bank guarantee;

- Upon harmonization and agreement with the parent company these rules can be altered for ensuring full credit risk
coverage. If the total amount of deposits cannot be placed in banks covered with bank guarantees with at least BBB+
rating (or equivalent credit rating), then depositing will be performed in local banks without bank guarantee.

The process of managing the credit risk from operating activities includes preventive measures such as creditability checking
and prevention barring, corrective measures during legal relationship for example reminding and disconnection activities,
collaboration with collection agencies and collection after legal relationship as litigation process and court proceedings. The
overdue payments are monitored based on customer’'s type amount of debt average invoiced amount and number of
disconnections.

The credit risk is controlled through credibility checking - which determines that the customer is not indebted and the
customer’s credit worthiness and through preventive barring - which determinates the credit limit based on the customer’s
previous traffic revenues.

The Company has no significant concentration of credit risk with any single counter party or group of counter parties having
similar characteristics.

The Company’s procedures ensure on a permanent basis that sales are made to customers with an appropriate credit history
and not exceed an acceptable credit exposure limit.

The maximum exposure to credit risk is represented by the carrying amount of each financial asset in the statement of
financial position. Consequently, the Company considers that its maximum exposure is reflected by the amount of debtors net
of provisions for impairment recognized and the amount of cash deposits in banks at the financial statement date.

As of 31 December 2019, cash and cash equivalents are not secured with guarantee from Deutsche Telekom core banks. All
cash and cash equivalent are allocated in domestic banks in Republic North Macedonia based on CAEL methodology rating
for purpose of credit risk diversification.
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3.1.3. Liquidity risk

Liquidity risk is the risk that an entity may encounter difficulty in meeting obligations associated with financial liabilities.
Liquidity risk is defined as the risk that the Company could not be able to settle or meet its obligations on time.

The investment portfolio should remain sufficiently liquid to meet all operating requirements that can be reasonably
anticipated. This is accomplished by structuring the portfolio so that financial instruments mature concurrently with cash
needs to meet anticipated demands.

The Company’s policy is to maintain sufficient cash and cash equivalents to meet its commitments in the foreseeable future.
Any excess cash is mostly deposited in commercial banks.

The Company’s liquidity management process includes projecting cash flows by major currencies and considering the level of
necessary liquid assets, considering business plan, historical collection and outflow data. Monthly, semi-annually and annually
cash projections are prepared and updated on a daily basis.

The tables below show liabilities at 31 December 2019 and 2018 by their remaining contractual maturity. The amounts
disclosed in the maturity table are the contractual undiscounted cash flows. Such undiscounted cash flows differ from the
amount included in the statement of financial position because the statement of financial position amount is based on
discounted cash flows. As the financial liabilities are paid from the cash generated from the ongoing operations, the maturity
analysis of the financial assets as at the end of the reporting periods (in comparison with the financial liabilities) would not be
useful, therefore, is not included in the tables below.

The maturity structure of the Company’s financial liabilities as at 31 December 2019 is as follows:

Demand and less From1to3 From 3to 12 From 12 months

In thousands of denars Total than 1 month months months to 5 years
Trade payables 1,116,542 673,103 442,018 1,347 74
Liabilities to related parties 436,899 435,435 1,464 - -
Other financial liabilities 897,820 234,053 145,156 236,284 282,327
2,451,261 1,342,591 588,638 237,631 282,401

The maturity structure of the Company’s financial liabilities as at 31 December 2018 is as follows:

Demand and less From1to 3 From3to 12 From 12 months

In thousands of denars Total than 1 month months months to 5 years
Trade payables 1,575,464 882,431 690,795 1,666 572
Liabilities to related parties 314,109 312,481 1,628 - -
Other financial liabilities 984,136 171,939 149,697 277,185 385,315
2,873,709 1,366,851 842,120 278,851 385,887

3.2. Capital management

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going concern in
order to provide returns for shareholders and benefits for other stakeholders and to maintain an optimal capital structure to
reduce the cost of capital. The total amount of equity managed by the Company, as at 31 December 2019, is MKD
14,239,042 thousand, in accordance with the adopted international financial reporting standards published in the “Official
Gazette of the Republic of North Macedonia” (2018: MKD 14,174,620 thousand). Out of this amount MKD 9,583,888
thousand (2018: MKD 9,583,888 thousand) represent share capital and MKD 958,389 thousand (2018: MKD 958,389
thousand) represent statutory reserves, which are not distributable (see note 2.12). The Company has also acquired treasury
shares (see notes 2.11 and 15.1). The transaction is in compliance with the local legal requirements that by acquiring treasury
shares the total equity of the Company shall not be less than the amount of the share capital and reserves which are not
distributable to shareholders by law or by Company’s statute. In addition, according the local legal requirements dividends
can be paid out to the shareholders in amount that shall not exceed the net profit for the year as presented in the financial
statements of the Company in accordance with the adopted international financial reporting standards published in the
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“Official Gazette of the Republic of North Macedonia”, increased for the undistributed net profit from previous years or
increased for the other distributable reserves, i.e. reserves that exceed the statutory reserves and other reserves defined by the
Company'’s statute. The Company is in compliance with all statutory capital requirements.

3.3. Fair value estimation

Cash and cash equivalents, trade receivables and other current financial assets mainly have short term maturity. For this
reason, their carrying amounts at the reporting date approximate their fair values.

The fair value of the non-current portion of trade receivables comprising of employee loans is determined by using discounted
cash-flow valuation technique.

The fair value of publicly traded financial assets at fair value through profit or loss is based on quoted market prices at the
financial statement date.

Financial liabilities included in the category Trade and other payables mainly have short term maturity. For this reason, their
carrying amounts at the reporting date approximate their fair values.

The fair value of the long-term financial liabilities is determined by using discounted cash-flow valuation technique.

4. CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS

The Company makes estimates and assumptions concerning the future. Estimates and judgments are continually evaluated
and are based on historical experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances. The most critical estimates and assumptions are outlined below.

4.1. Useful lives of assets

The determination of the useful lives of assets is based on historical experience with similar assets as well as any anticipated
technological development and changes in broad economic or industry factors. The appropriateness of the estimated useful
lives is reviewed annually, or whenever there is an indication of significant changes in the underlying assumptions. We believe
that the accounting estimate related to the determination of the useful lives of assets is a critical accounting estimate since it
involves assumptions about technological development in an innovative industry and heavily dependent on the investment
plans of the Company. Further, due to the significant weight of depreciable assets in our total assets, the impact of any
changes in these assumptions could be material to our financial position, and results of operations. As an example, if the
Company was to shorten the average useful life of its assets by 10%, this would result in additional annual depreciation and
amortization expense of approximately MKD 270,889 thousand (2018: MKD 258,290 thousand). See note 11 and 12 for the
changes made to useful lives in 2019.

The Company constantly introduces a number of new services or platforms including, but not limited to, the Universal Mobile
Telecommunications System (UMTS) and the Long Term Evolution (LTE) based broadband services in the mobile
communications and the fiberto-the-home rollout in the fixed line operations. In case of the introduction of such new services,
the Company conducts a revision of useful lives of the already existing platforms, but in the vast majority of the cases these
new services are designed to co-exist with the existing platforms, resulting in no change-over to the new technology.
Consequently, the useful lives of the existing platforms usually do not require shortening.

4.2. Estimated impairment of property, plant and equipment, and intangible assets

We assess the impairment of identifiable property, plant, equipment and intangibles whenever there is a reason to believe that
the carrying value may materially exceed the recoverable amount and where impairment of value is anticipated. The
calculations of recoverable amounts are primarily determined by value in use calculations, which use a broad range of
estimates and factors affecting those. Among others, we typically consider future revenues and expenses, technological
obsolescence, discontinuance of services and other changes in circumstances that may indicate impairment. If impairment is
identified using the value in use calculations, we also determine the fair value less cost to sell (if determinable), to calculate the
exact amount of impairment to be charged. As this exercise is highly judgmental, the amount of a potential impairment may be
significantly different from that of the result of these calculations. Management has performed an impairment test based on a
10 years cash flow projection and used a perpetual growth rate of 2% (2018: 2%) to determine the terminal value after 10
years. The discount rate used was 8.07% (2018: 8.36%). The impairment test did not result in impairment.
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4.3. Estimated impairment of trade and other receivables

We calculate impairment for doubtful accounts based on estimated losses resulting from the inability of our customers to
make the required payments. For the largest customers, international customers and for customers under liquidation and
bankruptcy proceedings impairment is calculated on an individual basis, while for other customers it is estimated on a
portfolio basis, for which we base our estimate on the aging of our account receivables balance and our historical write-off
experience, customer credit-worthiness and recent changes in our customer payment terms (see note 2.3.1 (b)). These factors
are reviewed annually, and changes are made to the calculations when necessary. In 2019 the Company carried out detailed
analysis on the groups of customers on which collective assessment of impairment is performed which resulted in changes in
the related impairment rates due to different payment behavior, resulting in new impairment rates of trade and other
receivables in 2019. If the financial condition of our customers were to deteriorate, actual write-offs of currently existing
receivables may be higher than expected and may exceed the level of the impairment losses recognized so far (see note
3.1.2).

4.4. Provisions

Provisions in general are highly judgmental, especially in case of legal disputes. The Company assesses the probability of an
adverse event as a result of a past event and if the probability of an outflow of economic benefits is evaluated to be more than
50%, the Company fully provides for the total amount of the estimated liability (see note 2.9). As the assessment of the
probability is highly judgmental, in some cases the evaluation may not prove to be in line with the eventual outcome of the
case. In order to determine the probabilities of an adverse outcome, the Company uses internal and external legal counsel
(see note 14 and 27).

4.5. Subscriber acquisition costs

Subscriber acquisition costs primarily include the loss on the equipment sales (revenues and costs presented on a gross
basis) and fees paid to subcontractors that act as agents to acquire new customers or retain the existing subscribers. The
Company's agents also spend a portion of their agent fees for marketing the Company’s products, while a certain part of the
Company's marketing costs could also be considered as part of the subscriber acquisition costs. The up-front fees collected
from customers for activation or connection are marginal compared to the acquisition costs. These revenues and costs are
recognized when the customer is connected to the Company’s fixed or mobile networks. No such costs or revenues are
capitalized or deferred. These acquisition costs (losses) are recognized immediately as expense (Other operating expenses)
as they are not accurately separable from other marketing costs.

5. CASH AND CASH EQUIVALENTS

In thousands of denars 2019 2018
Call deposits - 251,007
Cash in bank 1,533,218 260,946
Cash on hand 6,504 5,357

1,539,722 517,310

The interest rate on call deposits in banks in 2018 was 0.33% p.a. These deposits have maturities of less than 3 months.

The carrying amounts of the cash and cash equivalents are denominated in the following currencies:

In thousands of denars 2019 2018
MKD 845,342 292,341
EUR 680,859 214,011
USD 13,521 10,958

1,539,722 517,310
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Following is the breakdown of call deposits and cash in bank with bank guarantee by credit rating of the Guarantor (see note
3.1.2):

In thousands of denars 2019 2018
Credit rating of the Guarantor: A - 479,831
479,831

Following is the breakdown of call deposits and cash in bank by credit rating in local banks without bank guarantee (see note
3.1.2):

In thousands of denars 2019 2018
Credit rating: A 446,497
Credit rating: A- - 250
Credit rating: BB+ 248,649 1,243
Credit rating: B+ 9,024 4317
Credit rating: CCC+ 453,952 11,382
Cash/Call deposits in local banks without rating 375,096 14,930
1,533,218 32,122

The credit ratings in the table above represent either the credit rating of the local bank or the credit rating of the parent bank if
no rating is available for the local bank.

6. DEPOSITS WITH BANKS
In 2018 deposits with banks represent cash deposits in domestic bank, with interest rate from 0.60% p.a. to 0.85% p.a. with
maturity between 3 and 12 months.

The carrying amounts of the deposits with banks are denominated in the following currencies:

In thousands of denars 2019 2018
MKD - 250,139
EUR - 492,348

742,487

Following is the breakdown of deposits with banks by categories and by credit rating of the Guarantor (see note 3.1.2):

In thousands of denars 2019 2018
Credit rating of the Guarantor: A - 742,487
742,487
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7. TRADE AND OTHER RECEIVABLES

In thousands of denars 2019 2018
Trade debtors - domestic 4,684,892 4,600,817
Less: allowance for impairment (1,960,246) (1,924,519)
Trade debtors - domestic - net 2,724,646 2,676,298
Trade debtors - foreign 139,096 162,569
Less: allowance for impairment (34,767) (29,393)
Trade debtors - foreign - net 104,329 133,176
Receivables from related parties 168,476 181,862
Loans to employees 29,563 41,461
Other receivables 17,001 15,757
Financial assets 3,044,015 3,048,554
Advances given to suppliers 105,579 111,165
Less: allowance for impairment (62,922) (62,922)
Advances given to suppliers - net 42,657 48,243
Prepayments 174,917 152,381

3,261,589 3,249,178
Less non-current portion: Loans to employees (21,881) (32,354)
Less non-current portion: Trade debtors - domestic (317,413) (327,071)
Current portion 2,922,295 2,889,753

Receivables from related parties represent receivables from members of Magyar Telekom Group and Deutsche Telekom
Group (see note 28).

Loans to employees are collateralized by mortgages over real estate or with promissory note. Loans granted to employees
carry effective interest rate of 4.55% p.a. (2018: 4.55% p.a.).

The non-current portion of Loans to employees represents receivables that are due within 8 years of the financial statement
date. The non-current portion of domestic trade receivables represents receivables that are due within 4 years of the financial
statement date.

As at 31 December 2019, domestic trade debtors of MKD 2,418,077 thousand (2018: MKD 2,396,028 thousand) are
impaired. The aging of these receivables is as follows:

In thousands of denars 2019 2018
Less than 30 days 284,092 280,338
Between 31 and 180 days 145,831 137,965
Between 181 and 360 days 57,391 92,164
More than 360 days 1,930,763 1,885,561

2,418,077 2,396,028

As at 31 December 2019, domestic trade receivables in amount of MKD 78,612 thousand (2018: MKD 106,501 thousand)
were past due but not impaired. These are mainly related to specified business and governmental customers that belong to
certain age bands and are past due but not impaired, based on past experience of payment behavior, as well as the domestic
trade receivables whose terms have been renegotiated and it is not impaired since the collectability of the renegotiated cash
flows is considered ensured, and customers for interconnection services assessed on individual basis in accordance with past
Company experience and current expectations (see notes 2.3 and 4.3).
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The analysis of these past due domestic trade receivables is as follows:

In thousands of denars 2019 2018
Less than 30 days 5,868 25,952
Between 31 and 60 days 9,924 5,810
Between 61 and 90 days 13,540 5677
Between 91 and 180 days 9,403 6,147
Between 181 and 360 days 7,552 9,602
More than 360 days 32,325 53,313

78,612 106,501

The total amount of the provision for domestic trade debtors is MKD 1,960,246 thousand (2018: MKD 1,924,519 thousand).
Out of this amount MKD 1,707,864 thousand (2018: MKD 1,703,940 thousand) relate to provision made according the aging
structure of the above receivables, while the amount of MKD 94,975 thousand (2018: MKD 67,691 thousand) is from
customers under liquidation and bankruptcy which are fully impaired. In addition, the Company has a specific provision
calculated in respect of a certain group of customers in amount of MKD 157,407 thousand (2018: MKD 152,888 thousand).
The total amount of the provision for foreign trade debtors is MKD 34,767 thousand (2018: MKD 29,393 thousand).

The fair values of financial assets within trade and other receivables category are as follows:

In thousands of denars 2019 2018
Trade debtors - domestic 2,724,646 2,676,298
Trade debtors - foreign 104,329 133,176
Receivables from related parties 168,476 181,862
Loans to employees 29,563 41,461
Other receivables 17,001 15,757

3,044,015 3,048,554

Movement in allowance for impairment:

In thousands of denars 2019 2018
Impairment losses at 1 January 1,953,912 1,947,351
Charge for the year 159,958 119,015
Utilization (118,857) (112,454)
Impairment losses at 31 December 1,995,013 1,953,912

In 2018 and 2019 there is no movement in allowance for impairment of advances given to suppliers.

Amounts charged to the allowance account are generally written off when there is no expectation of recovering additional
cash.

As at 31 December 2019, invoiced foreign trade debtors of MKD 34,767 thousand (2018: MKD 29,393 thousand) are
impaired. The aging of these receivables is as follows:

In thousands of denars 2019 2018
More than 360 days 34,767 29,393
34,767 29,393

As at 31 December 2019, foreign trade receivables in amount of MKD 23,990 thousand (2018: MKD 42,513 thousand) were
past due but not impaired. These relate to a number of international customers assessed on individual basis in accordance
with past Company experience and current expectations.
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The analysis of these past due but not impaired invoiced foreign trade receivables is as follows:

In thousands of denars 2019 2018
Less than 30 days 4,931 4,081
Between 31 and 60 days 2,054 2,077
Between 61 and 90 days 1,654 3,745
Between 91 and 180 days 6,949 6,949
Between 181 and 360 days 785 9,419
More than 360 days 7,617 16,242

23,990 42,513

The Company has renegotiated domestic trade receivables in carrying amount of MKD 11,315 thousand (2018: MKD 16,900
thousand). The carrying amount of loans and receivables, which would otherwise be past due, whose terms have been
renegotiated is not impaired if the collectability of the renegotiated cash flows are considered ensured.

The carrying amounts of the Company’s non-current trade and other receivables are denominated in MKD.

The carrying amounts of the Company’s current trade and other receivables are denominated in the following currencies:

In thousands of denars 2019 2018
MKD 2,553,316 2,512,065
EUR 298,407 321,335
Usb 69,902 53,936
Other 670 2,417

2,922,295 2,889,753

The credit quality of trade receivables that are neither past due nor impaired is assessed based on historical information about
counterparty default rates.

Following are the credit quality categories of neither past due nor impaired domestic trade receivables:

In thousands of denars 2019 2018
Group 1 284,279 1,617,567
Group 2 - 109,690
Group 3 - 43,960

284,279 1,771,217

Following is the amount for not due but impaired domestic trade receivables in amount of MKD 1,586,511 (‘zero-day
impairment calculation’).

Following are the credit quality categories of neither past due nor impaired invoiced foreign trade receivables:

In thousands of denars 2019 2018
Group 1 8,404 6,294
8,404 6,294

Group 1 - fixed line related customers that on average are paying their bills before due date and mobile related customers
with no disconnections in the last 12 months.

Group 2 - fixed line related customers that on average are paying their bills on due date and mobile related customers with up
to 3 disconnections in the last 12 months.

Group 3 - fixed line related customers that on average are paying their bills after due date and mobile related customers with
more than 3 disconnections in the last 12 months.
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8. TAXES

As of 1 August 2014, profit tax law came into force being applicable from 1 January 2015 for the net income for 2014, with
which the base for income tax computation had been shifted from income “distribution” concept to the profit before taxes.
According to the provisions of the law, the tax base is the profit generated during the fiscal year increased for non-deductible
expenses and reduced for deductible revenue (i.e. dividends already taxed at the payer) and the income tax rate is 10%. In
line with these changes income tax for the year was calculated and recorded in the statement of comprehensive income. In
addition, the tax on the tax base adjusting items (the non-deductable expenses and tax credits) is presented as part of income
tax expense in the statement of comprehensive income (see note 2.17).

The profit tax law has been amended and came in to force starting from 1 January 2019, valid for the fiscal year 2019. Mainly
changes relate to spreading the non- deductable expenses category, changes on the tax treatment of the depreciation and
changes in the transfer pricing provisions. Referring the non- deductable expenses, the bonus expenses (payments) above the
maximum base for calculation and payment of social contributions will be treated as non- deductable expense. The
depreciation expense is treated as tax deductable, if the expense is calculated within the statutory prescribed depreciation
rates and rules. These rates and rules are defined in the Guidelines for depreciation which was enacted the end of 2019 with
application as of 1 January 2019. Calculated depreciation expense above tax allowable amount is treated as non-deductable
amount in the Annual Profit Tax Return. In addition, at the end of 2019 Profit Tax law was amended, allowing companies to
use Tax credit in the future periods up to the amount of depreciation treated as non- deductable amount in the previous tax
periods. These amendments affected tax asset base for Deferred tax calculation (see note 10). For the part of the changes
regarding transfer pricing the Company has obligation to report for transfer pricing for 2019 latest by 30 September 2020.

Up to now the tax authorities had carried out a full-scope tax audits at the Company for 2005 and the years preceding.
Additionally, audit of personal income tax was carried out by the tax authorities for the period 1 January 2005 to 31 March
2006. During 2010 there was tax audit conducted by the Public revenue office for Profit tax for the period 2005 - 2009, as well
as, withholding tax for years 2007 and 2008. In addition, in 2011 the Public revenue office conducted tax audit for withholding
tax for 2010 and tax audit over certain service contracts from transfer pricing perspective. In 2012 the Public revenue office
conducted specific tax audit for VAT for August 2012 for the Company. In 2012 the Public revenue office carried out a tax
audit in the Company for Profit tax for the years 2005-2011, as well as tax audit for VAT for 2005-2009. During 2016 and 2017
Public revenue office conducted tax audit for Profit tax for period 2013-2015.

The tax authorities may at any time inspect the books and records within 5 years subsequent to the reported tax year, and may
impose additional tax assessments and penalties. In a case of tax evasion or tax fraud the statute of limitations may be
extended up to 10 years. The Company's management is not aware of any circumstances, which may give rise to a potential
material liability in this respect other than those provided for in these financial statements.

8.1. Other taxes receivable

In thousands of denars 2019 2018
VAT receivable 13,074 12,896
Other taxes receivable 1,219 1,219

14,293 14,115

8.2. Other taxes payable

In thousands of denars 2019 2018
VAT and other tax payables 42,687 46,495
42,687 46,495
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9. INVENTORIES

In thousands of denars 2019 2018
Materials 122,087 99,753
Inventories for resale 303,039 206,815
Allowance for inventories (39,819) (36,890)

385,307 269,678

Movement in allowance for inventories:

In thousands of denars 2019 2018
Allowance at 1 January 36,890 29,689
Write down of inventories to net realizable value (3,909) 4,061
Write down of inventories 13,444 10,293
Write off (6,606) (7,153)
Allowance at 31 December 39,819 36,890

Allowance for inventory mainly relates to inventories for resale and obsolete materials. Write down of inventories to net
realizable value is based on the analysis of the lower of cost and net realizable value at the financial statement dates.

10. DEFERRED INCOME TAX

Recognized deferred income tax (assets)/liabilities are attributable to the following items:

In thousands of denars Assets Liabilities Net
2019 2018 2019 2018 2019 2018
Property, plant and equipment 9,866 - - - 9,866
Intangible assets 950 - - - 950
Tax (assets)/liabilities 10,816 - - - 10,816

Movement in temporary differences during the year

Balance 1 Effects on profit Balance 31

In thousands of denars January 2019 December 2019
Property, plant and equipment - 9,866 9,866
Intangible assets - 950 950
10,816 10,816

The temporary differences presented above relates to different carrying amount of property, plant and equipment and
intangible assets due to the tax prescribed deprecation rates and rules applicable as of 1 January 2019 (see note 8).
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11. PROPERTY, PLANT AND EQUIPMENT

In thousands of denars

Cost
At 1 January 2018
Additions

Assets activation (see note 12)

Disposals
At 31 December 2018

Depreciation

At 1 January 2018
Charge for the year
Disposals

At 31 December 2018

Carrying amount
At 1 January 2018
At 31 December 2018

In thousands of denars

Cost

At 1 January 2019
Additions

Assets activation
Disposals

At 31 December 2019

Depreciation

At 1 January 2019
Charge for the year
Disposals

Transfer between group of

assets
At 31 December 2019

Carrying amount
At 1 January 2019
At 31 December 2019
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Assets
Telecommunication under
Land  Buildings equipment Other  construction Total
27,879 6,235,609 23,123,270 4,176,133 2,582,124 36,145,015
- 3,219 459,153 127,987 841,727 1,432,086
13,093 1,035,914 114,813 (1,495,751) (331,931)
- (760) (211,320) (294,472) - (506,552)
27,879 6,251,161 24,407,017 4,124,461 1,928,100 36,738,618
2,774,497 18,920,165 3,550,891 25,245,553
159,645 938,212 275,249 1,373,106
(760) (210,875) (282,602) (494,237)
2,933,382 19,647,502 3,543,538 26,124,422
27,879 3,461,112 4,203,105 625,242 2,582,124 10,899,462
27,879 3,317,779 4,759,515 580,923 1,928,100 10,614,196
Assets
Telecommunication under
Land  Buildings equipment Other  construction Total
27,879 6,251,161 24,407,017 4,124,461 1,928,100 36,738,618
- 7,554 606,959 144,798 660,227 1,419,538
21 (4,708) 693,693 320,943 (1,009,949) -
- (281) (1,248,717) (726,994) - (1,975,992)
27,900 6,253,726 24,458,952 3,863,208 1,578,378 36,182,164
2,933,382 19,647,502 3,543,538 26,124,422
158,949 895,386 369,096 1,423,431
(281) (1,248,717) (725,052) (1,974,050)
(12,016) 11,715 301 -
3,080,034 19,305,886 3,187,883 25,573,803
27,879 3,317,779 4,759,515 580,923 1,928,100 10,614,196
27,900 3,173,692 5,153,066 675,325 1,578,378 10,608,361

In 2019, the Company capitalized MKD 1,205 thousand (2018: MKD 3,650 thousand) expenditures related to obtaining
complete documentation for base stations and MKD 34,355 thousand (2018: MKD 4,428 thousand) expenditures related to
obtaining complete documentation for fixed line infrastructure in accordance to applicable laws in Republic of North

Macedonia (see note 2.6).

The reviews of the useful lives and residual values of property, plant and equipment during 2019 affected the lives of a several
types of assets, mainly transmitions systems, telephone lines, exchanges, IT equipment and other technical equipment. The
change of the useful life on the affected assets was made due to technological changes and business plans of the Company
(see note 4.1). The reviews resulted in the following change in the original trend of depreciation in the current and future

years:
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In thousands of denars 2019 2020 2021 2022 After 2022
(Decrease)/increase in depreciation (12,067) (17,391) 3,271 11,851 14,336
(12,067) (17,391) 3,271 11,851 14,336

12. INTANGIBLE ASSETS

Software and Concession Assets under
In thousands of denars software licenses license Other construction Total
Cost
At 1 January 2018 4,600,918 1,525,417 1,486,194 221,754 7,834,283
Additions 86,859 - 280,430 238,338 605,627
Assets activation (see note 11) 504,045 - - (172,114) 331,931
Disposals (23,842) - - - (23,842)
At 31 December 2018 5,167,980 1,525,417 1,766,624 287,978 8,747,999
Amortization
At 1 January 2018 3,587,866 937,813 625,184 - 5,150,863
Charge for the year 517,438 49,856 384,209 - 951,503
Disposals (23,842) - - - (23,842)
At 31 December 2018 4,081,462 987,669 1,009,393 - 6,078,524
Carrying amount
At 1 January 2018 1,013,052 587,604 861,010 221,754 2,683,420
At 31 December 2018 1,086,518 537,748 757,231 287,978 2,669,475

In 2018 review of the TV content rights contracts was performed and two contracts were identified as qualifying for
capitalization. Accordingly, these rights were recognized in 2018 in Intangible assets, category Other, at the net present value
of future payments in amount of MKD 280,430 thousand and will be amortized over the contracts term (see note 13 and 20).

Assets

Software and Concession under
In thousands of denars software licenses license Other  construction Total
Cost
At 1 January 2019 5,167,980 1,525,417 1,766,624 287,978 8,747,999
Additions 233,156 - 325,330 145,467 703,953
Assets activation 205,025 - - (205,025) -
Disposals (314,464) - (684,049) - (998,513)
At 31 December 2019 5,291,697 1,525,417 1,407,905 228,420 8,453,439
Amortization
At 1 January 2019 4,081,462 987,669 1,009,393 - 6,078,524
Charge for the year 518,972 38,159 457,438 - 1,014,569
Disposals (314,464) - (684,049) - (998,513)
At 31 December 2019 4,285,970 1,025,828 782,782 - 6,094,580
Carrying amount
At 1 January 2019 1,086,518 537,748 757,231 287,978 2,669,475
At 31 December 2019 1,005,727 499,589 625,123 228,420 2,358,859

In 2019 six contracts (including the prolongation of cooperation) for TV content rights were identified as qualifying for
capitalization. Accordingly, these rights were recognized in 2019 in Intangible assets, category Other, at the net present value
of future payments in amount of MKD 325,329 thousand and will be amortized over the contracts term (see note 13 and 20).

The reviews of the useful lives of intangible assets during 2019 affected the lives of a number of assets, mainly license and
software. The change on the useful life of the other affected intangible assets was made according to technological changes
and business plans of the Company. The reviews resulted in the following change in the original trend of amortization in the
current and future years:
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In thousands of denars 2019 2020 2021 2022 After 2022
(Decrease)/increase in amortization (50,583) (41,295) 11,184 60,116 20,578
(50,583) (41,295) 11,184 60,116 20,578

13. TRADE AND OTHER PAYABLES

In thousands of denars 2019 2018
Trade payables - domestic 1,352,722 1,310,177
Trade payables - foreign 547,697 791,043
Liabilities to related parties 436,899 314,109
Dividends payable 3,297 2,939
Other financial liabilities 850,968 937,171
Financial liabilities 3,191,583 3,355,439
Deferred revenue 256,296 217,618
Advances received 79,987 78,639
Other 250,210 102,511
3,778,076 3,754,207
Less non-current portion:
Deferred revenue (1,657) (3,280)
Other financial liabilities (258,679) (354,743)
Current portion 3,517,740 3,396,184

Liabilities to related parties represent liabilities to members Magyar Telekom Group and Deutsche Telekom Group (see note
28).

Non-current deferred revenues have maturity up to 6 years from the date of the statement of financial position.

Financial liabilities of MKD 681,418 thousand (2018: MKD 822,420 thousand) represent the carrying amount of long-term
payables related to the capitalization of certain content right contracts in 2015, 2016, 2017, 2018 and 2019 (see note 12).
These liabilities are recognized initially at the net present value of future payments and subsequently measured at amortized
cost using the effective interest method. The unwinding of the discount is being recognized in Interest expense in Profit or
Loss (see note 20). The carrying amount of these liabilities approximates their fair value as the related cash flows are
discounted with an interest rate of 3.25% and 6% p.a. which is the observable at the market for similar long-term financial
liabilities. The remaining balance of other financial liabilities arises from contractual obligations for various transactions, from
the ordinary course of business of the Company.

The carrying amounts of the current portion of trade and other payables are denominated in the following currencies:

In thousands of denars 2019 2018
MKD 1,964,081 1,597,366
EUR 1,453,918 1,722,149
usb 99,302 71,526
Other 439 5143

3,517,740 3,396,184
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14. PROVISION FOR LIABILITIES AND CHARGES

In thousands of denars Legal cases Other Total
1 January 2018 153,907 57,340 211,247
Additional provision 12,163 5,793 17,956
Unused amount reversed (731) (5,157) (5,888)
Used during period (40) (22,680) (22,720)
31 December 2018 165,299 35,296 200,595
In thousands of denars Legal cases Other Total
1 January 2019 165,299 35,296 200,595
Additional provision 11,310 20,226 31,536
Unused amount reversed (4,150) (54) (4,204)
Used during period - (8,013) (8,013)
Other changes - 1,456 1,456
31 December 2019 172,459 48,911 221,370

Analysis of total provisions:

In thousands of denars 2019 2018
Non-current (Other) 37,917 27,815
Current 183,453 172,780

221,370 200,595

Provisions for legal cases relate to certain legal and regulatory claims brought against the Company.

There are a number of legal cases for which provisions were recognized. Management recognizes a provision for its best
estimate of the obligation but does not disclose the information required by paragraph 85 of IAS 37 because the management
believes that to do so would seriously prejudice the outcome of the case. Management does not expect that the outcome of
these legal claims will give rise to any significant loss beyond the amounts provided at 31 December 2019.

Other includes provision made for the legal or contractual obligation of the Company to pay to employees three average
monthly salaries in Republic of North Macedonia at their retirement date (see note 2.15.1) and provision for long-term
incentive programs (see note 29). The provision is recognized against Personnel expenses in the Profit or Loss.

15. CAPITAL AND RESERVES

Share capital consists of the following:

In thousands of denars 2019 2018
Ordinary shares 9,583,878 9,583,878
Golden share 10 10

9,583,888 9,583,888

Share capital consists of one golden share with a nominal value of MKD 9,733 and 95,838,780 ordinary shares with a nominal
value of MKD 100 each.

The golden share with a nominal value of MKD 9,733 is held by the Government of the Republic of North Macedonia. In
accordance with Article 16 of the Statute, the golden shareholder has additional rights not vested in the holders of ordinary
shares. Namely, no decision or resolution of the Shareholders’ Assembly related to: generating, distributing or issuing of share
capital; integration, merging, separation, consolidation, transformation, reconstruction, termination or liquidation of the
Company; alteration of the Company’s principal business activities or the scope thereof; sale or abandonment either of the
principal business activities or of significant assets of the Company; amendment of the Statute of the Company in such a way
so as to modify or cancel the rights arising from the golden share; or change of the brand name of the Company; is valid if the
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holder of the golden share, votes against the respective resolution or decision. The rights vested in the holder of the golden
share are given in details in the Company’s Statute.

As at 31 December 2019 and 2018, the shares of the Company were held as follows:

In thousands of denars 2019 % 2018 %
Stonebridge AD Skopje 4,887,778  51.00 4,887,778  51.00
Government of the Republic of North Macedonia 3,336,497  34.81 3,336,497  34.81
The Company (treasury shares) 958,388  10.00 958,388  10.00
International Finance Corporation (IFC) 139,220 1.45 139,220 1.45
Other minority shareholders 262,005 2.74 262,005 2.74

9,583,888 100.00 9,583,888 100.00
15.1. Treasury shares

The Company acquired 9,583,878 of its own shares, representing 10% of its shares, through the Macedonian Stock
Exchange during June 2006. The total amount paid to acquire the shares, net of income tax, was MKD 3,843,505 thousand.
The shares are held as treasury shares. As a result of the findings of the Investigation, for one consultancy contract, the
payments of which was derecognized from treasury shares (see note 1.4).

The amount of treasury shares of MKD 3,738,358 thousand (after derecognition), has been deducted from shareholders’
equity. The Company has the right to reissue these shares at a later date. All shares issued by the Company were fully paid.

16. REVENUES
In thousands of denars 2019 2018

Revenues from fixed line operations

Internet 1,163,708 1,146,934
Voice retail 991,520 1,044,161
TV 884,471 779,886
Wholesale 344,080 378,859
Data 265,178 276,659
Equipment 58,605 80,068
Other 101,043 95,274

3,808,605 3,801,841

Revenues from mobile operations

Voice retail 2,648.730 2,776,341
Internet 1,535,859 1,316,544
Equipment 1,002,125 985,599
Wholesale 544,415 572,726
Data 398,035 375,837
Content 115,170 95,795
Voice visitor 101,375 85,233
Other 241,636 185,468
6,587,345 6,393,543

SI/IT revenues 436,214 303,053
10,832,164 10,498,437
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In thousands of denars 2019 2018
Salaries 648,800 692,834
Contributions on salaries 241,320 257,060
Other staff costs 184,456 212,142
Bonus payments 74,213 64,993
Capitalized personnel costs (75,403) (80,243)

1,073,386 1,146,786

Other staff costs include termination benefits, holiday’s allowance and other benefits for employees and managers who have
left the Company in amount MKD 93,896 thousand for 76 persons (2018: MKD 152,285 thousand for 88 persons). Out of this
amount MKD 55,546 thousand are presented as Other liabilities as of 31 December 2019 (see note 13). Bonus payments

also include the cost for long-term incentive programs (see note 29).

18. OTHER OPERATING EXPENSES

In thousands of denars 2019 2018
Purchase cost of goods sold 1,995,735 1,837,044
Services 595,829 571,490
Materials and maintenance 470,803 486,806
Fees, levies and local taxes 279,792 267,635
Marketing and donations 259,229 271,715
Subcontractors 250,664 241,056
Energy 233,430 205,864
Impairment losses on trade and other receivables 159,958 119,015
Rental fees 147,536 139,930
Royalty payments 108,948 125,655
Consultancy 13,771 19,806
Write down of inventories 13,444 10,294
Insurance 11,450 13,982
Write down of inventories to net realizable value (3,909) 4,061
Other 13,022 21,594

4,549,702 4,335,947

Services mainly include agent commissions, postal expenses, services for support and maintenance of IT equipment, security,

cleaning and utilities.

19. OTHER OPERATING INCOME

In thousands of denars 2019 2018

Net (loss) /gain on sale of PPE 1,119 (1,069)

Other 27,075 30,333
28,194 29,264

In the category Other, amounts mainly relates to reinvoicing of different operating expenses.

20. FINANCE EXPENSES

In thousands of denars 2019 2018

Interest expense 38,405 39,556

Bank charges and other commissions 13,762 22,869

Net foreign exchange loss 3,145 -
55,312 62,425
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Interest expense in amount of MKD 27,129 thousand (2018: MKD 27,555 thousand) represents the unwinding of the discount
related to the carrying amount of long-term payables from the content right contracts capitalized, recognized initially at the net
present value of future payments and subsequently measured at amortized cost using the effective interest method.

21. FINANCE INCOME

In thousands of denars 2019 2018
Fair value through profit and loss 28,279 39,381
Interest income 15,232 22,893
Dividend income 7,073 3,159
Net foreign exchange gain 2,901

50,584 68,334

Interest income is mainly generated from financial assets classified as loans and receivables. Dividend income is from
financial asset at fair value through profit and loss.

22. INCOME TAX EXPENSE

Recognized in the statement of comprehensive income:

In thousands of denars 2019 2018

Current tax expense
Current year 241,538 222,473

Deferred tax expense
Origination and reversal of timing differences (10,816)

Total income tax in the statement of comprehensive income 230,722 222,473

Reconciliation of effective tax rate:

In thousands of denars 2019 2018

Profit before tax 1,891,206 1,818,535

Income tax 10.00% 189,121 10.00% 181,854

Non-deductible expenses 3.13% 59,124 2.25% 40,935

Tax credit in the future periods from

depreciation (0.57%) (10,816)

Tax credit from donations in sport (0.32%) (6,000) - -

Tax exempt revenues (0.04%) (707) (0.02%) (316)
12.20% 230,722 12.23% 222,473

23. DIVIDENDS

The Shareholders’ Assembly of the Company, at its meeting, held on 9 May 2019 adopted a Resolution for the dividend
payment for the year 2018. The Resolution on dividend payment for 2018 is in the gross amount of MKD 1,596,062 thousand
from the net profit generated as per the Financial Statements of the Company for the year 2018 in accordance with the
adopted international financial reporting standards published in the “Official Gazette of the Republic of North Macedonia”.
Gross amount of dividend per share for 2018 is MKD 18.50. The dividend was paid out in September 2019. Up to date of
issuing of these financial statements, no dividends have been declared for 2019.

24. REPORTABLE SEGMENTS AND INFORMATION
24.1. Reportable segments

The Company’s reportable segments are: business, residential, wholesale segments and other.

Residential segment is consisted of consumer subscribers which are all directly owned human subscribers without business
subscribers (i.e. self-employed individuals or legal entities offering chargeable products and/or services to customers, non-
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profit organizations and public organizations). Business segment is consisted of business subscribers which are all directly
owned human subscribers who are either self-employed individuals or employees of a legal entity that offers chargeable
products and/or services to customers. Employees or members of non-profit and public organizations are also business
subscribers. Wholesale comprises all services with telecommunication carriers for both mobile and fixed line, i.e. carrier
services, mobile VNO and visitors.

24.2. Information regularly provided to the chief operating decision maker

The following tables present the segment information by reportable segment regularly provided to the Chief operating
decision maker of the Company. The information regularly provided to the MC (Management Committee) includes several
measures of profit which are considered for the purposes of assessing performance and allocating resources. Management
believes that direct margin which is defined as revenues less direct costs less Impairment losses on trade and other
receivables is the segment measure that is most consistent with the measurement principles used in measuring the
corresponding amounts in these financial statements. Another important KPI monitored at Company level is EBITDA adjusted
for the impact of certain items considered as "special influence". These items vary year-over-year in nature and magnitude.

Revenues
In thousands of denars 2019 2018
Residential segment revenues 7,055,365 6,905,204
Business segment revenues 2,865,583 2,724,826
Wholesale segment revenues 867,335 839,390
Other 43,381 29,017
10,832,164 10,498,437
None of the Company’s external customers represent a significant source of revenue.
Segment results (Direct margin)
In thousands of denars 2019 2018
Direct margin
Residential segment 5,001,280 4,862,591
Business segment 1,835,660 1,835,116
Wholesale segment 496,500 502,151
Other 43,108 26,263
Total direct margin 7,376,548 7,226,121
Indirect costs
Personal expenses (1,073,386) (1,146,786)
Other operating expenses (1,997,422) (1,971,364)
Total Indirect costs (3,070,808) (3,118,150)
Other operating income 28,194 29,264
EBITDA 4,333,934 4,137,235
Depreciation and amortization (2.438.000) (2,324,609)
Total operating profit 1,895,934 1,812,626
Finance income/(expense) - net (4,728) 5,909
Profit before tax 1,891,206 1,818,535
Income tax expense (230,722) (222,473)
Net profit for the year 1,660,484 1,596,062
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25. LEASES AND OTHER COMMITMENTS
25.1. Operating lease commitments - where the Company is the lessee:

Operating lease commitments - where the Company is the lessee, are mainly from lease of business premises, locations for
base telecommunication stations and other telecommunications facilities.

The future aggregate minimum lease payments under non-cancellable operating leases are as follows:

In thousands of denars 2019 2018
Not later than 1 year 135,499 127,601
Later than 1 year and not later than 5 years 245,910 232,794
Later than 5 years 57,312 40,944

438,721 401,339

25.2. Operating lease commitments - where the Company is the lessor:

Operating lease commitments, concluded on temporary basis, where the Company is the lessor are mainly from lease of land
sites for base stations.

The future aggregate minimum lease receivables under non-cancellable operating leases are as follows:

In thousands of denars 2019 2018
Not later than 1 year 26,674 6,081
Later than 1 year and not later than 5 years 54,289 10,567
Later than 5 years 31 799

80,994 17,447

25.3. Capital commitments

The amount authorized for capital expenditure as at 31 December 2019 was MKD 408,851 thousand (2018: MKD 579,798
thousand). The amount authorized for capital expenditure as at 31 December 2018 and 2019 mainly relates to
telecommunication assets.

26. ADDITIONAL DISCLOSURES ON FINANCIAL ASSETS

The Company classifies fair value measurements using a fair value hierarchy that reflects the significance of the inputs used in
making the measurements. The fair value hierarchy has the following levels:

(a) quoted prices (unadjusted) in active markets for identical assets (Level 1);

(b) inputs other than quoted prices included within Level 1 that are observable for the asset, either directly or indirectly
(Level 2); and

(c) inputs for the asset that are not based on observable market data (Level 3).

The level in the fair value hierarchy within which the fair value measurement is categorized in its entirety is determined on the
basis of the lowest level input that is significant to the fair value measurement in its entirety. The significance of an input is
assessed against the fair value measurement in its entirety.

The fair values in level 2 and level 3 of fair value hierarchy were estimated using the discounted cash flows valuation
technique. The fair value of floating rate instruments that are not quoted in an active market was estimated to be equal to their
carrying amount. The fair value of unquoted fixed interest rate instruments was estimated based on estimated future cash
flows expected to be received discounted at current interest rates for new instruments with similar credit risk and remaining
maturity.
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Financial assets carried at amortized cost

The fair value of floating rate instruments is normally their carrying amount. The estimated fair value of fixed interest rate
instruments is based on estimated future cash flows expected to be received discounted at current interest rates for new
instruments with similar credit risk and remaining maturity. Discount rates used depend on credit risk of the counterparty.

Liabilities carried at amortized cost

Fair values of financial liabilities were determined using valuation techniques. The estimated fair value of fixed interest rate
instruments with stated maturity was estimated based on expected cash flows discounted at current interest rates for new
instruments with similar credit risk and remaining maturity.

There was no transfer between Level 1 and Level 2 financial assets. Loans and receivables and the financial liabilities are
measured at amortized cost, but fair value information is also provided for these. The fair values of these assets and liabilities
were determined using level 3 type information. There are no assets or liabilities carried at fair value where the fair value was
determined using level 3 type information.

26.1. Financial assets - Carrying amounts and fair values

The table below shows the categorization of financial assets as at 31 December 2018.

Assets Financial assets
In thousands of denars Loansand At fair value through profit and
receivables loss (Level 1)  Carrying amount Fair value
Cash and cash equivalents 517,310 - 517,310 517,310
Deposits with banks 742,487 - 742,487 742,487
Trade and other receivables 3,048,554 - 3,048,554 3,048,554
Financial assets at fair value through
profit and loss - 103,306 103,306 103,306
The table below shows the categorization of financial assets as at 31 December 2019.
Assets Financial assets
In thousands of denars Loansand At fair value through profit and
receivables loss (Level 1) Carrying amount Fair value
Cash and cash equivalents 1,539,722 - 1,539,722 1,539,722
Deposits with banks - - - -
Trade and other receivables 3,044,015 - 3,044,015 3,044,015
Financial assets at fair value through
profit and loss - 131,585 131,585 131,585

Loans and receivables are measured at amortized cost, while held-for-trading assets are measured at fair value.

Cash and cash equivalents, deposits, trade receivables and other current financial assets mainly have short times to maturity.
For this reason, their carrying amounts at the end of the reporting period approximate their fair values.

Financial assets at fair value through profit or loss are investment in equity instruments, measured at fair value.

Financial assets at fair value through profit or loss include investments in equity instruments in the amount of MKD 131,585
thousand (2018: MKD 103,306 thousand) calculated with reference to the Macedonian Stock Exchange quoted bid prices.
Changes in fair values of other financial assets at fair value through profit or loss are recorded in finance income/expenses in
the Profit or Loss (see note 21). The cost of these equity investments is MKD 31,786 thousand (2018: MKD 31,786 thousand).

26.2. Offsetting financial assets and financial liabilities

For the financial assets and liabilities subject to enforceable netting arrangements, each agreement between the Company
and the counterparty (typically roaming and interconnect partners) allows for net settlement of the relevant trade receivable
and payable when both elect to settle on a net basis. In the absence of such an election, the trade receivables and payables
will be settled on a gross basis, however, each party to the netting agreement will have the option to settle all such amounts on
anet basis in the event of default of the other party.
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The following trade receivables and trade payables are subject to offsetting agreements, and are presented after netting in the
statements of financial position as at 31 December 2019:

Trade and other

In thousands of denars receivables Trade payables
Gross amounts of recognized financial instruments 3,370,806 3,518,374
Gross amounts of financial instruments set off (326,791) (326,791)
Net amounts of recognized financial instruments 3,044,015 3,191,583

The following trade receivables and trade payables are subject to offsetting agreements, and are presented after netting in the
statements of financial position as at 31 December 2018:

Trade and other

In thousands of denars receivables Trade payables
Gross amounts of recognized financial instruments 3,263,332 3,570,217
Gross amounts of financial instruments set off (214,778) (214,778)
Net amounts of recognized financial instruments 3,048,554 3,355,439

26.3. Other disclosures about financial instruments

There were no financial assets or liabilities, which were reclassified into another financial instrument category.
No financial assets were transferred in such a way that part or all of the financial assets did not qualify for de-recognition.

27. CONTINGENCIES

The Company has contingent liabilities in respect of legal and regulatory claims arising in the ordinary course of business. The
major part of the contingent liabilities relates to 3 requests for initiating misdemeanor procedures from regulatory bodies for
alleged breach of deadlines for provision of certain services, number portability and failure to comply with the obligations for
allowing access and use of specific network assets. The maximum possible fine for each individual case is 7% to 10% of the
annual revenue from the previous year, in accordance with the applicable local legislation. Management believes, based on
legal advice, that it is not probable that a significant liability will arise from these claims because of unsubstantial basis for
initiating these misdemeanor procedures. It is not anticipated by the management that any material liabilities will arise from
the contingent liabilities other than those provided for (see note 14).

28. RELATED PARTY TRANSACTIONS

All transactions with related parties arise in the normal course of business and their value is not materially different from
prevailing market terms and conditions.

The Government of the Republic of North Macedonia has 34.81% ownership in the Company (see note 15). Apart from
payment of taxes, fees to Regulatory authorities according to local legislation and dividends (see note 23), in 2019 and 2018,
the Company did not execute transactions with the Government of Republic of North Macedonia, or any companies controlled
or significantly influenced by it, that were outside normal day-to-day business operations of the Company.

Transactions with related parties mainly include provision and supply of telecommunication services. The amounts receivable
and payable are disclosed in the appropriate notes (see note 7 and 13).
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The revenues and expenses with the Company'’s related parties are as follows:

In thousands of denars 2019 2018
Revenues Expenses Revenues Expenses

Controlling owner
Magyar Telekom Plc 204 19,280 674 19,844

Subsidiaries of the controlling owner 12,847 2,958 12,857 2,855

Ultimate parent company
Deutsche Telekom AG 411,387 205,341 481,946 222,200

Subsidiaries of the ultimate parent company 39,321 68,832 61,505 58,691

The receivables and payables with the Company’s related parties are as follows:

In thousands of denars 2019 2018
Receivables Payables Receivables Payables

Controlling owner
Magyar Telekom Plc 5,388 9,208 5,492 4,301

Subsidiaries of the controlling owner 4,094 752 2,833 656

Ultimate parent company
Deutsche Telekom AG 103,724 325,159 121,682 235,181

Subsidiaries of the ultimate parent company 55,270 101,780 51,855 73,971

29. KEY MANAGEMENT COMPENSATION

The compensation of the key management of the Company, including taxation charges and contributions, is presented below:

In thousands of denars 2019 2018
Short-term employee benefits (including taxation) 69,454 70,964
Contributions to the state pension system on short-term employee benefits 9,196 9,499
Other state contributions on short-term employee benefits 4,604 4,090
Termination benefits 4,362 9,400
Long-term incentive programs 14,401 1,621
Other payments 2,505 2,593

104,522 98,167

The remuneration of the members of the Company’s Board of Directors and its committees, which amounted to MKD 8,962
thousand (2018: MKD 6,613 thousand) is included in Shortterm employee benefits. These are included in Personnel
expenses (see note 17).

A variable performance-based long-term-incentive program, named Variable Il Program, was launched in 2012 as part of the
global DT Group-wide compensation tool for the companies, which promotes the medium and long-term value enhancement
of DT Group, aligning the interests of management and shareholders.

The Variable Il Program for 2013 was applicable from 1 January 2013 until 31 December 2016 and after the evaluation of the
targets payment was executed in June 2017. The Variable Il Program for 2014 was applicable from 1 January 2014 until 31
December 2017 and after its evaluation the payments were executed in 2018.

In 2015 a new performance-based long-term-incentive (LTI) program was launched as part of the global DT Group-wide
compensation tool for the companies. The program is a cash settled share-based program. Executives receive virtual shares
depending on their individual performance. The number of virtual shares at the end of the term is determined by the target
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achievement of KPIs. The value and quantity of shares fluctuates during the term of the plan on the basis of two indicators:
development of the DT share price and target achievement in connection with 4 company targets: (adjusted earnings per
share (EPS); adjusted return on capital employed (ROCE); customer satisfaction and employee satisfaction). The target
achievement is measured at the end of each annual cycle and the number of virtual shares determined on this basis is fixed as
the result of the annual cycle (non-forfeitable). At the end of the plan's term, the results from the four annual cycles are totaled
and paid out in cash. Each year a new cycle of long-term-incentive (LTI) program is launched.

Additionally, as a part of the adopted Lead to Win programme, DT Group-wide Virtual Share Matching Plan (VSMP) was
adopted with aim to lead the executives to manage and control the company with entrepreneurial spirit in accordance with the
defined corporate strategy. It is separate from the Deutsche Telekom Group’s Share Matching Plan, yet within the framework
of the local legal regulations in the Republic of North Macedonia and it adheres to the same principles.

The eligible executives have a possibility to participate in the Plan by allocating part of their Short-Term Incentive in the
amount from 10% to 33%. This amount is converted into a number of virtual DT shares (original virtual shares) for calculation
purposes. The final amount of the incentive payable to the executives depends on the value of the DT shares at the end of the
Plan. The executives are entitled to a cash equivalent for the so-called virtual matching shares, which are additional virtual
free-of-charge shares based on their Performance dialog rating, as well as to a cash equivalent in the amount of the dividends
payments, calculated on the original virtual shares. The Company’s VSMP is designed as a four years’ cash plan intended for
the executives of the Company, which uses virtual shares of DT for the purposes of calculation only.

The VSMP was introduced for 2016 and 2017. The 2016 VSMP also includes a possibility for the executives to voluntary
participate in the Substitute for 2015 VSMP, with the aim to fully implement alternative solution for the Company as in the
other companies within the DT Group. The VSMP is introduced also for the year 2018 and 2019, but there was no interest
from the executives to voluntary participates in the program.

In 2019 a new long-term incentive program called Repetitive performance incentive (RPI) was introduced by DT Group, which
honors repeated, extraordinary collective performance, which is measured by the overachievement of a defined bonus KPI.
The RPI is a four-year plan, running for period 2018 to 2021. The first year is only considered as the year of eligibility of the
respective company, if there is a target achievement in two consecutive years as defined in the policy. The bonus will be paid
out to entitled executives from the second year onwards in case the defined program requirements are met. The group-wide
relevant bonus KPI is EBITDA unadijusted of the respective segment/company. The threshold for bonus eligibility/payment
starts with 115% target achievement, including the costs for the RPI bonus payments. Chief Executive Officer and the Chief
Officers participate in the program. The amount of the bonus payout depends on Management level, target achievement of
the Company and the number of years of consecutive over-performance.

The expenses incurred by the Company related to the programs described above are shown within Long-term incentive
programs (see note 14 and 17).

30. EARNINGS PER SHARE

a) Basic and diluted earnings per share

2019 2018

Basic and diluted earnings per share (in denars) 19.25 18.50
b) Weighted average number of common stocks outstanding as the denominator

2019 2018

Weighted average number of common stocks outstanding as the
denominator for calculation basic and diluted earnings per share 86,254,903 86,254,903

31. EVENTS AFTER THE FINANCIAL STATEMENT DATE

There are no events after 31 December 2019 that would have impact on the 2019 profit or loss, statement of financial position
or cash flows.
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