This is a translation of the Hungarian Report
Independent Auditors' Report

on the annual financial statements presented tetthezholders’ meeting for approval

To the Shareholders of Fotex Nyrt.

1.) We have audited the accompanying 2007 congetidannual financial statements of Fotex
Nyrt. (“the Company”), which comprises the consatetl balance sheet as at 31 December 2007 -
showing a balance sheet total of HUF 35,085,357nidands and a income for the year of HUF
580,649 thousands -, the related consolidated ircantd loss account for the year then ended,
changes in shareholder’s equity, consolidated @iasfs for the year then ended and the summary
of significant accounting policies and other expl@ny notes.

2.) We issued an unqualified opinion on the Comfsmnognsolidated annual financial statements
prepared in accordance with the International ReredrReporting Standards as adopted by EU as
at 31 December 2006 on 23 March 2007.

Management’'s Responsibility for the Consolidated Fiancial Statements

3.) Management is responsible for the preparatioth fair presentation of these consolidated
financial statements in accordance with the Intgonal Financial Reporting Standards as adopted
by EU. This responsibility includes: designing, lempenting and maintaining internal control
relevant to the preparation and fair presentatioconsolidated financial statements that are free
from material misstatement, whether due to fraucemwor; selecting and applying appropriate
accounting policies; and making accounting estisttiat are reasonable in the circumstances.

Auditor's Responsibility

4.) Our responsibility is to express an opiniontleese consolidated financial statements based on
the audit and to assess whether the consolidatgddss report is consistent with the consolidated
financial statements. We conducted our audit inostance with Hungarian National Auditing
Standards and with applicable laws and regulatioridungary. Those standards require that we
comply with ethical requirements and plan and penfthe audit to obtain reasonable assurance
whether the consolidated financial statementsraeffom material misstatement.

5.) An audit involves performing procedures to abtaudit evidence about the amounts and
disclosures in the consolidated financial statemiefihe procedures selected depend on the
auditor's judgment, including the assessment of risks of material misstatement of the
consolidated financial statements, whether dueatodf or error. In making those risk assessments
the auditor considers internal control relevanthe entity’s preparation and fair presentation of
the consolidated financial statements in orderetsigh audit procedures that are appropriate in the
circumstances but not for the purpose of expresasimgpinion on the effectiveness of the entity's
internal control. An audit also includes evaluatihg appropriateness of accounting policies used
and the reasonableness of accounting estimates byadeanagement, as well as evaluating the
overall presentation of the consolidated finanstatements. Our work regarding the consolidated
business report is restricted to assessing wh#tkaronsolidated business report is consistent with
the consolidated financial statements and doesnchtde reviewing other information originated
from non-audited financial records.



6.) We believe that the audit evidence we haveindtais sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

7.) We have audited the elements of and disclosurethe consolidated annual financial
statements, along with underlying records and sujgp documentation, of Fotex Nyrt. in
accordance with Hungarian National Auditing Staddarand have gained sufficient and
appropriate evidence that the consolidated annnahd¢ial statements have been prepared in
accordance with the International Financial Repgrtstandards as adopted by EU. In our opinion
the consolidated annual financial statements gittrei@ and fair view of the equity and financial
position of Fotex Nyrt. as at 31 December 2007 @frttie results of its operations for the year then
ended. The consolidated business report corresptmdbe disclosures in the consolidated
financial statements.

8.) Without qualifying our opinion, we draw attegrii to the fact that this independent auditor’s
report has been issued for consideration by théndoming shareholders’ meeting for decision
making purposes and, as such, does not reflecimpact, if any, of resolutions regarding the
dividend payable for dividend preference sharedgReote 15) which may be adopted at that
meeting. Should any such preference dividends lmachel it will be recorded under IFRS
technical standards in the 2007 financial statesnantd the accompanying financial statements
will require adjustment for this matter. Accordipgthe accompanying annual financial statements
and this independent auditor’s report are not blétanor should be used, for statutory reporting
and disclosure purposes.

Budapest, April 9, 2008

Zoltan Tremmel
Ernst & Young Kift. Registered Auditor
Registration No. 001165 Chamber membership No.: 0052



Fotex Nyrt. and Subsidiaries
Consolidated Balance Sheets

Assets
Current Assets:
Cash and short term deposits
Other investments
Accounts receivable and prepayments
Income tax receivable
Inventories
Total current assets

Non Current Assets:
Property, plant & equipment
Investment properties
Intangible assets
Long term investments
Goodwill arising on acquisition
Total non current assets

Total assets

Liabilities and Shareholders’ Equity
Current Liabilities:

Provision

Accounts payable and accrued expenses
Total current liabilities

Non-current Liabilities:
Deferred tax liability
Total long term liabilities

Shareholders’ Equity:
Issued capital
Additional paid-in capital
Goodwill write-off reserve
Retained earnings
Treasury shares, at cost

Equity attributable to equity holders of the parent
Minority interest in consolidated subsidiaries

Total shareholders’ equity

Total liabilities and shareholders’ equity

At December 31,

Notes 2007 2006
THUF THUF
3 8,361,373 8,546,950
4 33,602 762
5 1,871,417 1,576,705
188,075 106,729
6 2,639,687 3,532,074
13,094,154 13,763,220
7 2,491,522 6,239,781
8 15,105,072 10,961,859
9 1,235,681 1,451,540
10 352,614 68,755
11 2,806,314 3,160,762
21,991,203 21,882,697
21 35,085,357 35,645,917
21 19,374 32,629
12, 21 1,980,202 3,021,152
1,999,576 3,053,781
19, 21 39,230 144,230
39,230 144,230
14 7,272,365 7,072,365
8,710,131 8,710,131
16 (663,459) (749,827)
17 18,174,521 17,659,395
14 (461,627) (261,627)
33,031,931 32,430,437
13 14,620 17,469
33,046,551 32,447,906
35,085,357 35,645,917

See accompanying notes to consolidated finan@ssients.




Fotex Nyrt. and Subsidiaries
Consolidated Statements of Income

At December 31, 2007

At December 31, 2006

Continuing Discontinued Continuing Discontinued
Comment operations operations Total operations operations Total
THUF THUF THUF THUF THUF THUF
Revenue 21 12,586,765 3,074,684 15,661,449 12,826,023  98(F 18,005,026
Cost of sales (4,008,039) (2,475,195)  (6,483,234) (463D (3,707,251)  (8,469,881)
Gross income 8,578,726 599,489 9,178,215 8,063,393 T871 9,535,145
Selling, general
and
administration 18 (7,645,140) (1,064,778)  (8,709,918) (7,815,233) @D49)  (9,855,382)
expenses
Interest income 284,535 1,053 285,588 318,457 8,924 827,3
Interest expense (4,599) - (4,599) (119,345) - (119,345)
Income / (Loss)
before income 1,213,522 (464,236) 749,286 447,272 (559,473) (112,201)
taxes
Income tax 19 (168,637) - (168,637) (405,154) - (405,154)
expense
a'_its'sn)come / 1,044,885 (464,236) 580,649 42,118 (559,473) (517,355)
Attributable to:
Equity holders 1,033,628 (464,236) 569,392 57,095 (557,381) (500,286)
of the parent
Minority 13 11,257 - 11,257 (14,977) (2,092) (17,069)
interests
a‘g;;;‘come / 1,044,885 (464,236) 580,649 42,118 (559,473) (517,355)
Earnings /
(Loss) per share 26 14.94 (6.71) 8.23 0.82 (8.06) (7.23)

(HUF)

See accompanying notes to consolidated finan@ssients.



Fotex Nyrt. and Subsidiaries
Consolidated Statements of Changes in Shareholdergguity

Additional

Goodwill

Share g ) Retained Treasury Minority .
; Paid-in Write-off . Total Total equity

Capital Capital Reserve Earnings Shares Interest

THUF THUF THUF THUF THUF THUF THUF THUF
January 1, 2006 7,072,365 8,710,131 (836,195) 18,804,3 (261,627) 32,899,024 1,685,917 34,584,941
Net loss — 2006 - - - (500,286) - (500,286) (17,069) (58),3
Dividends to
minority - - - - - - (11,100) (11,100)
Acquisition of
minority interest - - - 30,434 - 30,434 (1,639,700) (1,609,266)
Amortisation of
goodwill write-off - - 86,368 (86,368) - - - -
reserve
Foreign currency
translation - - - 1,265 - 1,265 - 1,265
Other - - - - - - (579) (579)
December 31, 2006 7,072,365 8,710,131 (749,827) 173659, (261,627) 32,430,437 17,469 32,447,906
January 1, 2007 7,072,365 8,710,131 (749,827) 17,659,39 (261,627) 32,430,437 17,469 32,447,906
Net income 2007 - — — 569,392 — 569,392 11,257 580,649

135)ip|tal increase (Note 200,000 _ _ _ (200,000) _ _ _

Dividends to
minority (Note 13) - - B B - - (8.825) (8,825)
Acquisition of
minority interest - - - - - - (5,566) (5,566)
(Note 13)
Amortisation of
goodwill write-off - - 86,368 (86,368) - - - -
reserve (Note 16)
Foreign currency - - - 32,102 - 32,102 - 32,102
translation
Other - — — - - - 285 285
December 31, 2007 7,272,365 8,710,131 (663,459) 1&H214, (461,627) 33,031,931 14,620 33,046,551

See accompanying notes to consolidated financ&tstents.



Fotex Nyrt. and Subsidiaries
Consolidated Statements of Cash Flows

Cash flows from operating activities:
Income / (Loss) before minority interest and incdaees
Depreciation and amortisation
Impairment of goodwill
Impairment of intangible fixed assets
Retirement of tangible and intangible fixed assets
Retirement and provision on inventory and receieabl
Income on disposal of fixed assets and intangibles
Income on disposal of state bonds
Interest income
Interest expense
Changes in assets and liabilities:
Accounts receivable and prepayments
Inventory
Accounts payable and accrued expenses
Cash generated from operations
Interest paid
Income tax paid
Net cash flow from operating activities

Cash flows from investing activities:

Purchase of tangible and intangible assets

Sale of tangible and intangible assets

Net purchase and sales of state bonds

Interest received

Acquisition of subsidiaries net of cash acquired
Purchase of shares in subsidiaries from minorityetolders
Net cash flow (used in) investing activities

Cash flows from financing activities:
(Decrease) / Increase in debt
Decrease in debt

Net cash flow used in financing

Change in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

See accompanying notes to consolidated financ&tstents.

Year ended December 31,

2007 2006
THUF THUF
749,286 (112,201)
1,009,778 1,100,859
396,552 139,372
180,000 573,600
36,289 196,757
60,503 (234,992)
(25,107) (184,093)
(54,109) (87,677)
(285,588) (327,381)
4,599 119,345
(370,778) 451,863
821,027 738,191
(811,365) (693,453)
1,711,087 1,680,190
(4,909) (119,118)
(276,227) (323,356)
1,429,951 1,237,716
(1,552,987) (2,281,967)
172,932 290,101
(262,599) 260,488
291,460 326,226
(50,000) -
(5,566) (1,609,843)
(1,406,760) (3,014,995)
(209,047) 582,265
279 (4,620,827)
(208,768) (4,038,562)
(185,577) (5,815,841)
8,546,950 14,362,791
8,361,373 8,546,950




Fotex Nyrt. and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2007

All amounts in HUF '000 unless otherwise indicated

1. General

Fotex El$ Amerikai-Magyar Vagyonkezé&INyilvanosan Mikodé Részvénytarsasag (“Fotex” or
the “Company”) is a public company limited by sleiacorporated under the laws of the
Republic of Hungary. The Company is primarily tr@ding company of a Group of subsidiaries
incorporated in Hungary, Cyprus and Luxembourg @&mgjaged in a variety of property
management, manufacturing, retailing and othewitiets. The registered office of Fotex Nyrt. is
located at Nagy Jénutca 12, 1126 Budapest, Hungary. All subsidiaaes registered and

operate in Hungary except for Upington Investmetat &nd Downington Holding S.4.r.l. which
are registered in Cyprus and Luxembourg respegtiiédle ownership of principal consolidated
subsidiaries, after considering indirect sharemgslj is:

% Holding

Subsidiary: Principal Activities: 2007 2006
Ajka Kristaly Kft. (Ajka) Crystal manufacturing anétail 100.0 100.0
Azlr Zrt. Cosmetics retailer and property B 99.9

management (Note 23) '
Balaton Butorgyar Zrt. Furniture retailing and wholesaling 999 999

(Balaton)

Balaton Glas Hotel Kift. Property management 100.0 @aoo.
Bebufa Kit. Furniture manufacturer 99.9 99.9
Dalia Kft. Property management (Note 23) - 100.0
Domus Zrt. Property management and furniture retaile 99 4 992

(Note 13)
Downington Holding S.&.r.l. Investment holding 100.0 100.0
DVD Rent Kift. DVD rental and cinema management 100.0 100.0
Europrizma Kift. Advertising 99.9 99.9
Europtic Kft. Advertising 100.0 100.0
Fotex Cosmetics Kit. Cosmetics retailer 100.0 100.0
Fotex Records Kift. Property management 100.0 100.0
Fotexnet Kift. Internet retail and other servicestéNb3) 98.0 50.0
Hungaroton Music Zrt. Music archive (Note 13) 99.2 98.2
Hungaroton Records Kft. Music publishing and mustailing (Note 99 8 99 4

13) ' '
Keringatlan Kft. Property management 100.0 100.0
Kontdr Zrt. Property management 99.9 99.8
Norba Kit. Furniture manufacturer (Note 23) 99.8
Primo Zrt. Clothing retailing and wholesaling 99.9 99.9
Sigma Kift. Property services 75.1 75.1
Székhely Kift Property management (Note 23) 99.8 -
Upington Investments Ltd.  Investment holding 100.0 100.0



Fotex Nyrt. and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2007

All amounts in HUF '000 unless otherwise indicated

1.

General (continued)

The consolidated financial statements of Fotex Nwrid Subsidiaries for the year ended
December 31, 2007 were authorised for issue inrdance with a resolution of the directors on
April 9, 2008.

Significant Accounting Policies
Basis of presentation

The consolidated financial statements have bequaped on a historical cost basis except for the
measurement at fair value of available-for-salariirial assets. The accounting policies have
been consistently applied by the Company and arsisient with those used in the previous year
except as explained in the Change in accountingipslsection of this note.

Statement of compliance

The members of the Group maintain their officiat@mting records and prepare their individual
financial statements in accordance with the acdéngntegulations of their country of
registration. The accompanying consolidated finaingtatements have been prepared in
accordance with International Financial Reportingn8ards (“IFRS”) and all applicable IFRS’s
that have been adopted by the EU. IFRS compriselatds and interpretations approved by the
International Accounting Standards Board (“IASBT)dathe International Financial Reporting
Interpretations Committee (“IFRIC").

Effective January 1 2005, the change in the HuagaAccounting Act allows the Group to
prepare its consolidated financial statements ao@ance with IFRS that have been adopted by
the EU. At this particular time, due to the endoreat process of the EU, and the activities of
the Group, there is no difference in the policippleed by the Group between IFRS and IFRS
that have been adopted by the EU.

Basis of consolidation

The consolidated financial statements comprisefitincial statements of Fotex Nyrt. and its
subsidiaries (the “Group”) as at 31 December eaebr.yThe financial statements of the
subsidiaries are prepared for the same reportinggeas the parent company, using consistent
accounting policies.

All intra-group balances, transactions, income argenses and incomes and losses resulting
from intra-group transactions that are recogniregsisets or liabilities at year end, are eliminated
in full.

Subsidiaries acquired during the year are congell&rom the date on which control over the
net assets and operations of the acquiree is ®#cttransferred to the Group. Subsidiaries
disposed of are consolidated up to the date oflisigosal, the date at which control over the net
assets and operations of the subsidiary effectivedsed.



Fotex Nyrt. and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2007

All amounts in HUF '000 unless otherwise indicated

2.

Significant Accounting Policies (continued)

Basis of consolidation (continued)

Minority interests represent the portion of incooreloss and net assets not held by the Group
and are presented separately in the income stateamehwithin equity in the consolidated
balance sheet, separately from parent sharehokprgy. Acquisitions of minority interests are
accounted under the entity concept method. Thereemtifference between the cost of the
additional interest in the subsidiary and the miigdnterest’s share of the assets and liabilities
reflected in the consolidated balance sheet atidtes of the acquisition of the minority interest is
reflected as being a transaction between owners.

Changes in accounting policies

The accounting policies adopted are consistent thitke of the previous financial year except as
follows:

Initial application of new or revised Standards and I nterpretations

In the current year, the Group has adopted all ¥ hew and revised Standards and
Interpretations issued by the International AccogntStandards Board (the IASB) and the
International Financial Reporting Interpretationsn@nittee (IFRIC) of the IASB that are
relevant to its operations and effective for acemgnperiods beginning on January 1, 2007.
Adoption of these revised standards and interpostsitdid not have any effect on the financial
performance or position of the Group. They did hesvegive rise in some cases to additional
disclosures, including in some cases, revisioractmunting policies.

The changes in accounting policies result from ddeption of the following new or revised
Standards:

e IFRS 7 Financial Instruments: Disclosures

« IAS1 Amendment — Presentation of Financial Statamen

« IFRIC 7 Applying the Restatement Approach under B®S-inancial Reporting in
Hyperinflationary Economies

e IFRIC 8 Scope of IFRS 2

e IFRIC9 Reassessment of Embedded Derivatives

¢ IFRIC 10 Interim Financial Reporting and Impairment



Fotex Nyrt. and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2007

All amounts in HUF '000 unless otherwise indicated

2.

Significant Accounting Policies (continued)
Changes in accounting policies (continued)
The principal effects of these changes are asvistio

IFRS 7 Financial Instruments: Disclosures

This standard requires disclosures that enables udethe financial statements to evaluate the
significance of the Group’s financial instrumentglahe nature and extent of risks arising from
those financial instruments. The new disclosures arcluded throughout the financial
statements. While there has been no effect on ittendial position or results, comparative
information has been revised where needed.

IAS 1 Presentation of Financial Statements

This amendment requires the Group to make newadisobs to enable users of the financial
statements to evaluate the Group’s objectivescigsliand processes for managing capital. These
new disclosures are shown in Note 22.

IFRIC 7 Applying the Restatement Approach under 1239 Financial Reporting in
Hyperinflationary Economies

This Interpretation requires entities to apply 128 Financial Reporting in Hyperinflationary
Economies in the reporting period in which an gntiirst identifies the existence of
hyperinflation in the economy of its functional pemcy as if the economy had always been
hyperinflationary. As the Group has not identiflegperinflation in the economy of its functional
currency, the interpretation had no impact on tharfcial position or performance of the Group.

IFRIC 8 Scope of IFRS 2

This interpretation requires IFRS 2 to be appleany arrangements in which the entity cannot
identify specifically some or all of the goods rizegl, in particular where equity instrument are
issued for consideration which appears to be lems tair value. As equity instruments are only
issued to employees as part of private share offetthe interpretation had no impact on the
financial position or performance of the Group.

IFRIC 9 Reassessment of Embedded Derivatives

IFRIC 9 states that the date to assess the exegai@an embedded derivative is the date that an
entity first becomes a party to the contract, withssessment only if there is a change to the
contract that significantly modifies the cash flows the Group has no embedded derivative
requiring separation from the host contract, therpretation had no impact on the financial
position or performance of the Group.

IFRIC 10 Interim Financial Reporting and Impairment

The Group adopted IFRIC Interpretation 21 as oardudry 2007, which requires that an entity
must not reverse an impairment loss recognized prexious interim period in respect of
goodwill or an investment in either an equity instent or a financial asset carried at cost. As
the Group had no impairment losses previously sadrthe interpretation had no impact on the
financial position or performance of the Group.

10



Fotex Nyrt. and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2007

All amounts in HUF '000 unless otherwise indicated

2. Significant Accounting Policies (continued)
Changes in accounting policies (continued)
I ncome taxes

The Group has changed its accounting policy toecefHungarian local business tax and
innovation contribution as part of income tax. Ireyous years these taxes were presented
among other operating expenses. The reason fochtege is that management believes these
taxes are rather income tax in nature than otheratipg expense. Management's conclusion
takes into consideration the recent decisions ef&bropean Commission concerning the nature
of these taxes and the international accountingtigea generally applied to taxes of a similar
nature.

As a result of the above-noted changes the opgrattpenses decreased and the income taxes
increased with the same amount. This change ddeaffieat the net income and the equity. The
amounts reported in the previous years have beestad accordingly for comparison purposes
and are included in Note 19 to the financial staets.

Significant accounting judgements, estimates and ssmptions

Judgments

In the process of applying the Group's accountinficigs, management has made the
following judgments, apart from those involvingiesitions, which has the most significant
effect on the amounts recognised in the financ&ksments:

Operating Lease Commitments-Group as Lessor

The Group has entered into commercial propertyeleas its investment property portfolio.
The Group has determined that it retains all tigaiicant risks and rewards of ownership
of these properties and so accounts for them amiipg leases.

Estimates and assumptions

The key assumptions concerning the future and dneisources of estimation uncertainty at the
balance sheet date, that have a significant riskaoking a material adjustment to the carrying
amounts of assets and liabilities within the naxariicial year are discussed below.

I mpairment of Goodwill

The Group determines whether goodwill is impairetbast on an annual basis. This requires an
estimation of the value in use of the cash-genwgatinits to which the goodwill is allocated.
Estimating the value in use requires the Group afkaran estimate of the expected future cash
flows from the cash-generating unit and also tooskoa suitable discount rate in order to
calculate the present value of those cash flows.cetirying amount of goodwill at 31 December
2007 is THUF 2,806,314 (2006: THUF 3,160,762). Reirtdetails are given in Note 11.

11



Fotex Nyrt. and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2007

All amounts in HUF '000 unless otherwise indicated

2.

Significant Accounting Policies (continued)
Significant accounting judgments, estimates and assiptions (continued)

I mpairment of Intangibles

The Group determines whether intangible assets viiithefinite useful lives such as
merchandising and media rights are impaired attleasan annual basis. This requires an
estimation of the value in use of the cash-gemggatinits to which the intangible assets is
allocated. Estimating the value in use requiresGheup to make an estimate of the expected
future cash flows from the cash-generating unit alsh to choose a suitable discount rate in
order to calculate the present value of those fasls. The carrying amount of such intangible
assets as at December 31, 2007 is THUF 1,000,@@B(ZHUF 1,180,000).Further details are
given in Note 9.

Deferred Tax Assets

Deferred tax assets are recognised for all unumedbsses to the extent that it is probable that
taxable income will be available against whichldsses can be utilised. Significant management
judgment is required to determine the amount oédetl tax assets that can be recognised, based
upon the likely timing and level of future taxableomes together with future tax planning
strategies. The carrying value of recognised tassde at 31 December 2007 was THUF
1,173,347 (2006: THUF 219,456) and the unrecogntagdiosses at 31 December 2007 was
THUF 1,428,287 (2006: THUF 3,010,574). Further detre given in Note 19.

Fair Value of Investment Properties and Land, Buildings and Improvement among Property,
Plant and Equipments

The Group has determined and presented in the todefir value of investment property and
land, building and improvements as the presentevailfli the estimated future cash flows
generated from leasing such assets. Future cas¥s fleere determined separately for the
following categories of investment property: comaigr outlets, offices, warehouses and other
real estate property using average rental fee®milyrrealizable by the Group; present values
were calculated using a uniform discount rate thatonsidered by management as appropriate
for the valuation of real estate property on tHevant markets. Further details are given in Note
8.

Cash and cash equivalents

Cash and short term deposits in the balance sloegbrise cash at bank and in hand and short
term deposits with an original maturity of three ntits or lessCash and cash equivalents
comprise cash in hand, deposits held at call wattkb, investments in marketable securities that
are readily convertible to known amounts of cagthwhich are subject to an insignificant risk of
changes in value.

For the purposes of the cash flow statement, cadhcash equivalents consist of cash on hand
and deposits in banks, net of outstanding bankdpaés.

12



Fotex Nyrt. and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2007

All amounts in HUF '000 unless otherwise indicated

2.

Significant Accounting Policies (continued)
Foreign currency translation

The consolidated financial statements are presantedJF, which is the Company’s functional
and presentation currency. Each entity in the Grbegermines its own functional currency and
items included in the financial statements of eaahity are measured using that functional
currency. Transactions in foreign currencies aitgally recorded in the functional currency rate
ruling at the date of the transaction. Monetaryetsssind liabilities denominated in foreign
currencies are retranslated at the functional cagreate of exchange ruling at the balance sheet
date. Non-monetary items that are measured in tefrhsstorical cost in a foreign currency are
translated using the exchange rates as at the aliaties initial transactions. Non-monetary items
measured at fair value in a foreign currency aaedtated using the exchange rates at the date
when the fair value was determined. Any goodwilisiag on the acquisition of a foreign
operation and any fair value adjustments to theyoay amounts of assets and liabilities arising
on the acquisition are treated as assets anditiedibf the foreign operation and translated at th
closing rate.

Inventory

Inventory is stated at the lower of cost or netisahle value on a weighted average basis after
making allowance for any obsolete or slow-movirgms. The value of work in progress and
finished goods includes an applicable portion afedi materials, labour and overheads in
manufacturing subsidiaries, but excluding borrownsogts.

Net realizable value is the estimated selling piiicethe ordinary course of business, less
estimated costs of completion and the estimatet$ cezessary to make the sale.

Property, plant and equipment

Property, plant and equipment are stated at puechease or production cost less accumulated
depreciation and any impairment in value. Productiosts for self-constructed assets include the
cost of materials, direct labour and an approppadportion of production overheads
Replacements and improvements, which prolong trefulidife or significantly improve the
condition of the asset are capitalised. Maintenante repairs are recognised as an expense in
the period in which they are incurred.

Freehold land is not depreciated.

13



Fotex Nyrt. and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2007

All amounts in HUF '000 unless otherwise indicated

2.

Significant Accounting Policies (continued)

Property, plant and equipment (continued)

Depreciation is calculated on a straight-line basisr the estimated useful life of the asset as
follows:

Years
Buildings 50
Plant and equipment 7-12.5
Vehicles 5
Computer equipment 3

The cost of properties retired or otherwise disdosé, together with the accumulated
depreciation provided thereon, is eliminated fréwa &ccounts. The net gain or loss is recognised
as other operating income or expense.

The carrying amounts of property, plant and equipmage reviewed for impairment when events
or changes in circumstances indicate that the icaynyalue may not be recoverable. If such an
indication exists and where the carrying value egsethe recoverable amount, the assets or cash
generating units are written down to their recokkraamount. The recoverable amount of
property, plant and equipment is the higher of falue less cost to sell and value in use. In
assessing value in use, the estimated future tash &re discounted to their present value using
a pre-tax discount rate that reflects current ntaaksessments of the time value of money and
the risks specific to the asset. For an asset dbat not generate largely independent cash
inflows, the recoverable amount is determined far tash generating unit to which the asset
belongs. Impairment losses are recognised inrtbeme statement in the selling, general and
administration expenses line item.

An item of property, plant and equipment is deretegd upon disposal or when no future
economic benefits are expected to arise from tmtirneed use of the asset. Any gain or loss
arising on derecognition of the asset (calculatedthee difference between the net disposal
proceeds and the carrying amount of the item)dkided in the income statement in the year the
item is derecognised.

The asset’s residual values, useful lives and nastlod depreciation are reviewed and adjusted if
appropriate, at each financial year end.
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Fotex Nyrt. and Subsidiaries
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December 31, 2007
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2.

Significant Accounting Policies (continued)
Investments and other financial assets

Financial assets within the scope of IAS 39 aresifeed as either financial assets at fair value
through income or loss, loans and receivables, telchaturity investments, and available for
sale financial assets, as appropriate.

All investments are initially recognized at cosgjrg the fair value of the consideration given
and including acquisition charges associated vi¢hinvestment.

Financial assets classified as held for tradingragkided in the category ‘financial assets at fair
value through income or loss’. Financial assets cassified as held for trading if they are
acquired for the purpose of selling in the neamteDerivatives are also classified as held for
trading unless they are designated as effectivegihgdinstruments. Gains or losses on
investments held for trading are recognised innmeo

Other short-term and long-term investments, whiehiatended to be held to maturity, such as
bonds, are subsequently measured at amortisedArosttised cost is calculated by taking into
account over the period to maturity any discounpr@mium on acquisition. For investments
carried at amortised cost, any gain or loss is geised in income when the investment is
derecognised or impaired, as well as through thertisation process.

For investments actively traded in financial maskigtir value is determined by reference to the
market price. For investments where there is ndketgrrice or the market price is considered to
be an unreliable indicator, fair value is estimadedhe basis of the market price of comparable
investments or by reference to the expected fubagh flows. Where fair value cannot be

reliably measured for certain investments, suckstments are measured at amortised cost.

Trade and other receivables are recognized andedaat original invoice amount less an

allowance for any uncollectible amounts. An estem&dr doubtful debts is made when the

collection of the full amount is no longer probabléhe carrying amount of the receivable is

reduced through use of an allowance account. Iepaiebts are derecognized when they are
assessed as uncollectible. Receivables from refetdeks are recognized and carried at cost.

Available-for-sale financial assets are those nerivdtive financial assets that are designated as
available-for-sale or are not classified in anytloé above preceding categories. After initial
measurement, available for sale financial assetsrarasured at fair value with unrealised gains
or losses being recognised directly in equity ie tiet unrealised gains reserve. When the
investment is disposed of, the cumulative gairoes Ipreviously recorded in equity is recognised
in the income statement. Interest earned or paith@mnvestments is reported as interest income
or expense using the effective interest rate. Rindd earned on investments are recognised in
the income statement as 'Dividends received' whemight of payment has been established.
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2.

Significant Accounting Policies (continued)
Provisions

Provisions are recognised when the Group has @&mrebligation (legal or constructive) as a
result of a past event, it is probable that anlowtiof resources embodying economic benefits
will be required to settle the obligation and datelle estimate can be made of the amount of the
obligation. Where the Group expects a provisionb® reimbursed, for example under an
insurance contract, the reimbursement is recogngse@d separate asset but only when the
reimbursement is virtually certain. If the effetttioe time value of money is material, provisions
are determined by discounting the expected futash €lows at a pre-tax rate that reflects current
market assessments of the time value of moneywaneie appropriate, the risks specific to the
liability. Where discounting is used, the increasé¢he provision due to the passage of time is
recognised as an interest expense.

Pensions

All pensions are either funded privately by emplEyer the state via certain social security
charges included in the gross cost of the employees.

Investment properties

Investment properties are measured initially at,co€luding transactions costs. The carrying
amount includes the cost of replacing part of asterg investment property at the time that the
cost is incurred if the recognition criteria aretjrand excludes the costs of day to day servicing
of an investment property. Subsequent to initiglognition under the cost model assets are
recognized at cost and depreciated systematicedly its useful life.

Depreciation is calculated on a straight-line basier the estimated useful life of the asset as
follows:

Years
Buildings 50

Investment properties are derecognised when ettteyr have been disposed of or when the
investment property is permanently withdrawn frose tand no future economic benefit is
expected from its disposal. Any gains or losseghenretirement or disposal of an investment
property are recognised in the income statemetfigiryear of retirement or disposal.

Transfers are made to investment property when, arlg when, there is a change in use,
evidenced by the end of owner occupation, commeanewof an operating lease to another party
or completion of construction or development. Tfars are made from investment property
when, and only when, there is a change in useeaeiEtl by commencement of owner occupation
or commencement of development with a view to sale.
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2.

Significant Accounting Policies (continued)
Business Combinations and Goodwill

Business combinations are accounted for usingc¢haisition accounting method. This involves
recognising identifiable assets (including previgusinrecognised intangible assets) and
liabilities (including contingent liabilities andxeluding future restructuring) of the acquired
business at fair value.

Goodwill acquired in a business combination isiatlif measured at cost being the excess of the
cost of the business combination over the Grougpézrést in the net fair value of the acquiree's
identifiable assets, liabilities and contingenbligies. Following initial recognition, goodwillsi
measured at cost less any accumulated impairmssgdo For the purpose of impairment testing,
goodwill acquired in a business combination isprfritie acquisition date, allocated to each of the
Group's cash generating units, or groups of caslergéng units, that are expected to benefit
from the synergies of the combination, irrespecti¥evhether other assets or liabilities of the
Group are assigned to those units or groups of.ukich unit or group of units to which the
goodwill is allocated:

. represents the lowest level within the Group atctvlihe goodwill is monitored for
internal management purposes; and

. is not larger than a segment based on either ttoug® primary or the Group's
secondary reporting format determined in accordamgth IAS 14 Segment
Reporting.

Where goodwill forms part of a cash-generating (mibup of cash generating units) and part of
the operation within that unit is disposed of, guodwill associated with the operation disposed
of is included in the carrying amount of the operatwhen determining the gain or loss on
disposal of the operation. Goodwill disposed othis circumstance is measured based on the
relative values of the operation disposed of aeditrtion of the cash-generating unit retained.

When subsidiaries are sold, the difference betwibenselling price and the net assets plus
cumulative translation differences and unamortigeddwill is recognised in the income
statement.

Intangible assets

Intangible assets acquired separately are measurdditial recognition at cost. The cost of

intangible assets acquired in a business combmadgidair value as at the date of acquisition.
Following initial recognition, intangible assetseacarried at cost less any accumulated
amortisation and any accumulated impairment losbesrnally generated intangible assets,
excluding capitalized development costs, are npitalised and expenditure is reflected in the
income statement in the year in which the expenglitucurred.

The useful lives of intangible assets are assdsdeel either finite or indefinite.
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2.

Significant Accounting Policies (continued)
Intangible assets (continued)

Intangible assets with finite lives such as shagalerights, production know-how and franchise
fees are amortised using the straight line methaa the useful economic life that range from 5
to 23 years and are assessed for impairment whetiey@ is an indication that the intangible
asset may be impaired. The amortisation methodriantangible asset with a finite useful life is
reviewed at least at each financial year end. Céming the expected useful life or the expected
pattern of consumption of future economic bendditsbodied in the asset is accounted for by
changing the amortisation period or method, as@pifate, and treated as changes in accounting
estimates. The amortisation expense on intangigdeta with finite lives is recognised in the
income statement in the expense category consisténthe function of the intangible asset.

Intangible assets with indefinite useful lives sashmerchandising and media rights are tested
for impairment annually either individually or dtet cash generating unit level. Such intangibles
are not amortised. The useful life of an intangiakset with an indefinite life is reviewed
annually to determine whether indefinite life assesnt continues to be supportable. If not, the
change in the useful life assessment from indefitutfinite is made on a prospective basis.

Investment in associates

The Group’s investment in its associate is accalfde under the equity method of accounting.
An associate is an entity in which the Group hgwicant influence and which is neither a
subsidiary nor a joint venture. Under the equitythrod, the investment in the associate is carried
in the balance sheet at cost plus post-acquisiti@mges in the Group’s share of net assets of the
associate. Goodwill relating to an associate ituged in the carrying amount of the investment
and is not amortised. After application of the egunethod, the Group determines whether it is
necessary to recognise any additional impairmesd Vaith respect to the Group’s net investment
in the associate. The income statement reflectsskizge of the results of operations of the
associate. Where there has been a change recoglsetly in the equity of the associate, the
Group recognises its share of any changes anddexthis, when applicable, in the statement of
changes in equity. The reporting dates of the aswo@nd the Group are identical and the
associates’ accounting policies conform to thosedusy the Group for like transactions and
events in similar circumstances.
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2.

Significant Accounting Policies (continued)
Income taxes

Current tax assets and liabilities for the currandl prior periods are measured at the amount
expected to be recovered from or paid to the tarauthorities.

Deferred income tax is provided, using the liapimethod, on all temporary differences at the
balance sheet date between the tax bases of asgktmbilities and their carrying amounts for
financial reporting purposes. Deferred income tebilities are recognised for all taxable
temporary differences:

» except where the deferred income tax liabilitis@s from goodwill amortisation or the
initial recognition of an asset or liability in @ahsaction that is not a business
combination and, at the time of the transactiofect$ neither the accounting income
nor taxable income or loss; and

* in respect of taxable temporary differences aased with investments in subsidiaries,
associates and interests in joint ventures, exafptre the timing of the reversal of
the temporary differences can be controlled ant iprobable that the temporary
differences will not reverse in the foreseeablerfeit

Deferred income tax assets are recognised foredllictible temporary differences, carry-forward
of unused tax assets and unused tax losses, &xtaet that it is probable that taxable income
will be available against which the deductible temapy differences, and the carry-forward of
unused tax assets and unused tax losses canibedutil
» except where the deferred income tax asset mglati the deductible temporary difference
arises from the initial recognition of an assetiability in a transaction that is not a
business combination and, at the time of the tictitsg affects neither the accounting
income nor taxable income or loss; and
* in respect of deductible temporary differencesoamted with investments in subsidiaries,
associates and interests in joint ventures, deféere assets are only recognised to the
extent that it is probable that the temporary défees will reverse in the foreseeable
future and taxable income will be available agaimkich the temporary differences
can be utilised.

The carrying amount of deferred income tax asseteviewed at each balance sheet date and
reduced to the extent that it is no longer prob#teg sufficient taxable income will be available
to allow all or part of the deferred income taxedge be utilised.

Deferred income tax assets and liabilities are oreglsat the tax rates that are expected to apply
to the year when the asset is realised or thelitials settled, based on tax rates (and tax laws)
that have been enacted or substantively enactbe &flance sheet date.

Income tax relating to items recognised directhequity is recognised in equity and not in the
income statement.

The Companies are paying local business tax, tal lownicipalities based on the physical
location of the operations in Hungary. The basdhaf local business tax is the revenue as
decreased by the cost of goods sold, raw matexjreses and certain other expense items.
Local business tax is classified as income tax espe
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2.

Significant Accounting Policies (continued)
Issued capital

Issued share capital is recorded at the nominalevaf shares outstanding at the balance sheet
date. The excess of proceeds from issuance oé slagital over nominal value is recognised as
share premium.

Treasury shares

Fotex shares repurchased are included in sharebbldguity and are classified as treasury
shares. Gains and losses on sale of treasury slaagkgifferences on repurchase, are credited or
debited to retained earnings. According to curkHumgarian regulations, such gains are available
for distribution.

Revenue recognition

Revenue is recognised to the extent that it is gistebthat the economic benefits will flow to the
Group and the revenue can be reliably measuredfdllogving specific recognition criteria must
also be met before revenue is recognised:

Sale of goods
Revenue is recognised when the significant risla r@mvards of ownership of the goods have
passed to the buyer and the amount of revenueecarebsured reliably.

Interest income

Revenue is recognised as the interest accruegy(trseneffective interest method that is the rate
that exactly discounts estimated future cash résdipough the expected life of the financial
instrument) to the net carrying amount of the fiiahasset.

Dividends
Revenue is recognised when the shareholders’ togigiceive the payment is established.

Rental income

Rental income arising on investment propertiectoanted for on a straight-line basis over the
lease term on ongoing leases.
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2.

Significant Accounting Policies (continued)
Segment reporting

Segment results include revenue and expenseslidiattttbutable to a segment and the relevant
portion of enterprise revenue and expenses thatbeaallocated on a reasonable basis to a
segment, whether from external transactions or ftmansactions with other segments of the
Group. Inter-segment transfer pricing is basedast plus an appropriate margin, as specified by
Group policy. Segment results are determined befoyeadjustments for minority interest.

The Group has operations in Cyprus, Luxembourgiandungary. However, the majority (over
97%) of activities is carried out in Hungary; cogsently no geographical segment information
is disclosed.

Segment assets and liabilities comprise those bpgrassets and liabilities that are directly
attributable to the segment or can be allocatethéosegment on a reasonable basis. Segment
assets are determined after deducting related atloas that are reported as direct offsets in the
Group’s balance sheet.

Corporate and other items mainly comprise genemdlagministrative expenses that relate to the
Group as whole, assets not directly attributabléh®operations of the segments such as short
and long term investments and liabilities that s®urred for financing rather than operating
purposes.

Capital expenditure represents the total cost necuduring the period to acquire segment assets
that are expected to be used during more than emedo(property, plant and equipment).

Earnings per share

Basic earnings per share data is calculated basdétieoweighted average number of ordinary
shares outstanding during the period excludingstrsashares held by the Company. Fully
diluted earnings per share is calculated baset®mweighted average number of ordinary shares
outstanding as calculated for basic earnings pareshnd as adjusted for giving effect to the
assumed issuance of all potentially dilutive sdamsi Net income is adjusted in the fully diluted
earnings per share calculation for any income penge associated with the potentially dilutive
securities.
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2.

Significant Accounting Policies (continued)
Financial instruments and other financial liabilities

The carrying amounts of cash and cash equivalactfunts receivable, accounts payable and
other liabilities approximate their fair value dioetheir short term to maturity. The Group has no
significant concentrations of credit risk.

Loans and borrowings are initially recognised attcafter initial recognition, interest-bearing
loans and borrowings are subsequently measuradatiaed cost. As all loans bear variable rate
interest, their fair value approximates the booki®@aln determining estimates of the fair value
of financial instruments, the Group makes assumpti@garding current market interest rates,
considering the term of the instrument and its.riSkrrent market interest rates are generally
selected from a range of potentially acceptablesrand, accordingly, other effective rates and/or
fair values are possible.

Liabilities for trade and other amounts payable Gaeied at cost, which is the fair value of the
consideration to be paid in the future for goodd services received, whether or not invoiced to
the Group. Payables to related parties are recedraind carried at cost.

The de-recognition of a financial instrument tajpésce when the Group no longer controls the
contractual rights that comprise the financial rimstent, which is normally the case when the
instrument is sold, or all the cash flows attriliniéato the instrument are passed through to an
independent third party.

Subsequent Events

Events occurring after the year end that providditamhal information about the Group’s
position at the balance sheet date (adjusting syeate reflected in the financial statements.
Post-year-end events that are not adjusting ewatdisclosed in the notes when material.
Comparatives

Where necessary, comparatives have been reclassifid repositioned for consistency with
current year disclosure.
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2.

Significant Accounting Policies (continued)
Future changes in accounting policies

At the date of authorisation of these financialtestzents, the following Standards and
Interpretations were in issue but not yet effectimeDecember 2007 year-ends. The Group has
not early adopted these standards and interprestos 2007.

* IAS 23 Borrowing Costs effective for annual perid@ginning on or after 1 January
2009

e IFRS 8 Operating Segments effective for annual pisrlzeginning on or after 1 January
2009

* IFRIC 11 IFRS 2 — Group and Treasury Share Trarmagffective for annual periods
beginning on or after 1 March 2007.

« IFRIC 12 Service Concession Agreements effectivaaforual periods beginning on or
after 1 January 2008

* IFRIC 13 Customer Loyalty Programmes effective flon@al periods beginning on or
after 1 July 2008

e IFRIC 14 IAS 19 — The Limit on a Defined Benefit A&ssMinimum Funding
Requirements and their Interaction effective fanwal periods beginning on or after 1
January 2008

The principal effects of these changes are asvistio

IAS 23 Borrowing Costs

A revised IAS 23 Borrowing costs was issued in Ma2607, and becomes effective for annual
periods beginning on or after 1 January 2009. Ttamdard has been revised to require
capitalization of borrowing costs when such costate to a qualifying asset. A qualifying asset
is an asset that necessarily takes a substantialdpef time to get ready for its intended use or
sale. In accordance with the transitional requineisén the Standard, the Group will adopt this
as a prospective change. Accordingly, borrowingsesll be capitalized on qualifying assets
with a commencement date after 1 January 2009.hdages will be made for borrowing costs
incurred to this date that have been expensed.

IFRS 8 Operating Segments

IFRS 8 Operating Segments was issued in Novemb@®, 2hd becomes effective for annual

periods beginning on or after 1 January 2009.

This standard requires disclosure of informatioroutbthe Group’s operating segment and

replaced the requirement to determine primary (ss) and secondary (geographical) reporting
segment of the Group. The Group determined noatly @edopt this standard, so the current year
segment information had been prepared similardbylear under IAS 14 Segment Reporting. As
a consequence there is no revised comparativeniattton regarding this standard.

IFRIC 11 IFRS 2 — Group and Treasury Share Trarsact

IFRIC Interpretation 11 was issued in November 2@0® becomes effective for annual periods
beginning on or after 1 March 2007. The Group Hasted not to adopt IFRIC Interpretation 11

as of 1 January 2007, insofar as it applies todadegted financial statements. This interpretation
requires arrangements whereby an employee is graigets to an entity’s equity instrument to

be accounted for as an equity-settled scheme, ietlem entity buys the instrument from another
party, or the shareholders provide the equity ims&nts needed.
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2.

Significant Accounting Policies (continued)
Future changes in accounting policies (continued)

IFRIC 12 Service Concessions Arrangements

IFRIC Interpretation 12 was issued in November 2806 becomes effective for annual periods
beginning on or after 1 January 2008. This Integii@en applies to service concession operators
and explains how to account for the obligations entaken and rights received in service

concession arrangements. No member of the Groap rgperator and hence this Interpretation
will have no impact on the Group.

IFRIC 13 Customer Loyalty Programmes

IFRIC Interpretation 13 was issued in June 2007 bedomes effective for annual periods
beginning on or after 1 July 2008. This Interprietatrequires customer loyalty award credits to
be accounted for as a separate component of tee sahsaction in which they are granted and
therefore part of the fair value of the considematieceived is allocated to the award credits and
deferred over the period that the award credits fatéled. The Group expects that this
interpretation will have no impact on the Groupisahcial statements as no such schemes
currently exist.

IFRIC 14 IAS 19 — The Limit on a Defined Benefitg&t, Minimum Funding Requirements and
their Interaction

IFRIC Interpretation 14 was issued in July 2007 d&etomes effective for annual periods
beginning on or after 1 January 2008. This Intdgiien provides guidance on how to assess the
limit on the amount of surplus in a defined bensfiheme that can be recognised as an asset
under IAS 18 Employee Benefits. The Group expdus this Interpretation will have no impact
on the financial position or performance of the @ro

The Group expects that adoption of the pronounce&riested above will have no impact on the
Group’s financial statements in the period of aliipplication.

Cash and short term deposits

Cash at banks earns interest at floating ratesdbasedaily bank deposit rates. Short term
deposits are made for varying periods of betweenday and three months, depending on the
immediate cash requirements of the Group, and ieéerest at the respective short-term deposit
rates. The fair value of cash and short-term dépasHUF 8,361,373 (2006: HUF 8,546,950).

Cash includes fixed deposits of THUF 5,680,198 @ddler 31, 2006 6,676,139) at rates ranging
from 3% to 6% (2006 2% to 7%). The Company has EUBD and HUF deposits. The lower
rates are on foreign currencies while the highesan HUF.

As at 31 December 2007, the Group has HUF 115aniliDecember 31, 2006 THUF 332

million) restricted cash as security for rental dgfs received. Rental deposits are repayable
when the rental agreements terminate.
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4, Other investments
2007 2006
THUF THUF
Government securities held to maturity 33,170 330
Other short term investments held to maturity 432 432
Total other investments 33,602 762

Government securities represent discounted treamigs over three month maturity.

5. Accounts Receivable and Prepayments
2007 2006
THUF THUF
Trade receivables 1,247,585 1,151,737
Taxes recoverable 141,941 254,101
Caution paid as part of a tender 250,100 -
Other receivables and prepayments 389,569 339,502
Provision for doubtful debts (157,778) (168,635)
Total accounts receivable and prepayments 1,871,417 1,576,705

For terms and conditions relating to related pegteivables, refer to Note 27.
Trade receivables are non-interest bearing andearerally on 0-60 days’ terms.
Taxes recoverable are generally on three monthsster

In December 2007 Keringatlan Kft. had to pay HUPB 2illion advance as part of a tender regarding a
real estate acquisition. The tender was not suftdessd the advance was returned at the beginning o
2008.

As at 31 December 2007, trade receivables at ndwahae of 157,778 THUF (2006: 168,635 THUF)
were impaired and fully provided for.

Movements in the provision for impairment of re@diles were as follows:

In_d|V|d_uaIIy C_ollec'_uvely Total
impaired impaired
THUF THUF THUF

At 1 January 2006 171,214 9,495 180,709
Charge for the year 53,574 - 53,574
Utilised (57,190) (8,458) (65,648)
At 31 December 2006 167,598 1,037 168,635
Charge for the year 983 18,061 19,044
Utilised (29,901) — (29,901)
At 31 December 2007 138,680 19,098 157,778
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5. Accounts Receivable and Prepayments (continued)

As at 31 December, the ageing analysis of tradeivables is as follows after impairments:

Neither Past due but not impaired
past due i i )
nor < 30 days S;Oagé) anIBSO 1%% 3860 >360 days Total
impaired y y y
2007 683,174 258,856 93,415 24,084 19,091 11,187 1,089,807
2006 638,078 190,028 46,611 37,631 44,741 26,013 983,102
6. Inventories
2007 2006
THUF THUF
Products held for resale and finished goods 2,416,45 3,096,522
Raw materials and consumables 489,716 518,525
Work in progress 498,646 670,801
Total inventory 3,464,821 4,285,848
chr)g\(/jlilon for products held for resale and finished (649,174) (577,814)
Provision for raw materials and consumables (105,960) (105,960)
Provision for work in progress (70,000) (70,000)
Provision for inventory (825,134) (753,774)
Net book value 2,639,687 3,532,074

Management identified a number of companies witthiea Group in which slow moving
inventory has been experienced. Based on a revigmagement concluded that a provision of
THUF 825,134 (December 31, 2006: THUF 753,774 pirapriate.
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7. Property, plant and equipment

Movements in property, plant and equipment foryibar ended December 31, 2007 were as follows:

Cost:
January 1, 2007

Additions

Disposals and write
downs

Transfer to
Investment property
(note 8)

December 31, 2007

Depreciation:
January 1, 2007
Depreciation expense
Disposals and write
downs

Transfer to
Investment property
(note 8)

December 31, 2007

Net book value:
December 31, 2007

December 31, 2006

Land, Furniture, Construction
Buildings and Fixtures and i1 Proaress Total
Improvements Equipment 9
THUF THUF THUF THUF
5,362,713 5,828,170 966,539 12,157,422
631,905 479,692 (601,868) 509,729
(195,768) (565,259) — (761,027)
(4,411,575) - - (4,411,575)
1,387,275 5,742,603 346,671 7,494,549
(1,133,484) (4,784,157) — (5,917,641)
(218,174) (318,752) - (536,926)
95,598 502,977 - 598,575
852,965 - - 852,965
(403,095) (4,599,932) - (5,003,027)
984,180 1,142,671 346,671 2,491,522
4,229,229 1,044,013 966,539 6,239,781

As of December 31, 2007 gross value of tangiblediassets fully depreciated or fully impaired was
THUF 2,389,803 (2006: THUF 2,442,027). Carrying amtoof temporarily idle tangible assets was
THUF 37,521 (2006: THUF 104,582) at year end.

As at December 31, 2006 year end management readsi¢s real estate portfolio and determined that i
line with its business strategy, it will presentisueal estate that is leased and is availabléefse to
third parties as investment property. Real estabichwremains categorized as land, buildings and
improvements as presented above is measured iBal@ce Sheet at historic cost less accumulated
depreciation. Its fair value is disclosed in not® ghe Financial Statements.
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7. Property, plant and equipment (continued)

Movements in property, plant and equipment forytear ended December 31, 2006 was as follows:

Cost:

January 1, 2006
Additions

Disposals and write
downs

December 31, 2006

Investment property
transfer (note 8)
After reclassification
of investment

property

Depreciation:
January 1, 2006
Depreciation expense
Disposals and write
downs

December 31, 2006
Investment property
transfer (note 8)

After reclassification
of investment

property

Net book value:
December 31, 2006

Investment property
transfer (note 8)
After reclassification
of investment
property

December 31, 2005

Land, Furniture, Construction
Buildings and Fixtures and 1 Proaress Total
Improvements Equipment 9
THUF THUF THUF THUF
17,464,943 6,080,753 71,059 23,616,755
1,108,582 242,919 895,480 2,246,981
(76,269) (495,502) - (571,771)
18,497,256 5,828,170 966,539 25@91,9
(13,134,543) - - (13,134,543)
5,362,713 5,828,170 966,539 12,157,422
(2,769,018) (4,701,440) - (7,470,458)
(599,192) (423,707) - (1,022,899)
62,042 340,990 - 403,032
(3,306,168) (4,784,157) — (8,090,325)
2,172,684 - - 2,172,684
(1,133,484) (4,784,157) - (5,917,641)
15,191,088 1,044,013 966,539 17 201,6
(10,961,859) - - (10,961,859)
4,229,229 1,044,013 966,539 6,239,781
14,695,925 1,379,313 71,059 16,146,29
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8. Investment properties

The Group controls a significant real estate pédfdn prior years a significant proportion of $hi
portfolio was utilized by the Group companies dsif@utlets and for other operating activity pusps.
Currently the Group is undergoing a reorganizaposcess whereby it is gradually abandoning itsilreta
activity and becoming an investment property complay leasing an increasing proportion of its real
estate portfolio to third parties. Investment prypes measured in the Balance Sheet at historst less
accumulated depreciation, while its fair value édedimined and disclosed in the notes to the Fia&nci

Statements.

Movements in investment property for the year eridedember 31, 2007 was as follows:

Cost:
January 1, 2007

Additions

Transfer from Property, Plant and Equipment

December 31, 2007

Depreciation:
January 1, 2007
Depreciation expense

Transfer from Property, Plant and Equipment

December 31, 2007

Net book value:
December 31, 2007

December 31, 2006

Investment Properties

THUF

13,134,543
1,005,733

4,418,57

18,551,851

(2,172,684)
(421,130)
(852,965

(3,446,779)

15,105,072

10,961,859

The fair value of real estate which is classifies] lavestment property as at 31 December 2007 is

analysed as follows:

Category Area Carrying Fair value
value Low Medium High

M? THUF THUF THUF THUF
Retail outlets 144,581 10,433,722 58,822,434 66,338,697 76,286,048
Office 6,317 184,335 1,927,542 2,173,841 2,499,804
Warehouse 97,609 1,154,410 9,928,042 11,196,636 12,875,548
Other buildings 58,009 1,427,714 4,496,223 5,070,745 5,831,093
Land 676,629 1,904,891 16,773,985 18,917,346 21,753,963
Total investment property 983,144 15,105,072 91,948,226 103,697,265 119,246,456
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8. Investment properties (continued)

The fair value of real estate which was reclassif@ Investment property as at 31 December 2006 was
analysed as follows in the 2006 financial statesient

Category Area Carrying Fair value
value Low Medium High
m’ THUF THUF THUF THUF
Retail outlets 111,924 8,511,687 41,614,428 47,440,448 55,163,312
Office 8,255 218,013 2,762,467 3,149,212 3,661,874
Warehouse 91,584 1,168,915 10,215,564 11,645,743 13,541,562
Other buildings 57,695 1,010,045 3,813,369 4,347,241 5,054,931
Land 95,000 53,199 2,102,501 2,396,851 2,787,036
Total investment property 364,458 10,961,859 60,508,329 68,979,495 80,208,715

In the 2006 disclosures set out above 581,629 miaraf remained classified as property plant and
equipment. In its 2007 disclosures the Company reakassified this land as part of its Investment

property.

The fair value of investment properties was deteemiiby management based on the present values of
the future cash flows, determined separately fer gghesented categories of real estate, based on the
currently realized rental rates. Present valuesevwaiculated using a uniform discount rate that is
considered appropriate for the valuation of rethtesproperty on the relevant markets and incotpsra
the following significant assumptions: demand fooperty to be leased will be continuous on the
relevant markets the level of rental fees will baimtained at current rates, there will be full im&tion

rate for properties and the rental fee will cover éntire area.

Fair values are presented as a range of low, medndrhigh values. Medium values were calculated by
discounting expected cash flows (realizable refieig) of the next 14 year at a rate of 7% in th&t fjear
and 3% in the following years (2006: 7.1% for egehr) which is considered the appropriate weighted
discount rate for valuing real estate property lma elevant markets. The realizable rental feebeas
determined in EUR and inflated by 2% (2006: 0%)rfrgear to year. The EUR rental fee has been
converted to HUF on the year end MNB foreign exgearate. The discount rate for the low and high
range was determined as +/- 1% to the averagegctgply against the base discount rate. This résge
commonly used for sensitivity analyses on the w#naof real estate property. Consideration should
also be given to the uncertainty that exists irepissumptions made, such as inflation rates, rcyre
rate of HUF to EUR, rental fees realizable on therkat and the actual utilization of property. These
factors have a linear effect on the fair valuesuated and consequently, no sensitivity analysithese
factors is presented.

The fair value of real estate which remains categdras land, buildings and improvements (see Mpte
not as investment property is analyzed in the sabédow also. It is calculated based on the presdoe
of the estimated future cash flows that would beegated if these assets were leased to third patie
rental rates consistent with those currently realiby the Group for the presented categories agedba
on the same assumptions and calculation methodaleghescribed above for investment properties.
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8. Investment properties (continued)

The fair value of real estate which remains catiegdras land, buildings and improvements as at 31

December 2007 is analyzed as follows:

Category Area Carrying Fair value
value Low Medium High

m? THUF THUF THUF THUF
Retail outlets 770 107,539 313,273 353,302 406,279
Office 841 18,576 256,619 289,410 332,806
Warehouse 8,171 30,922 831,043 937,232 1,077,769
Other buildings 62,538 727,328 4,847,261 5,466,639 6,286,350
Land 183,188 99,816 4,541,326 5,121,611 5,889,586
Total land, buildings and 255,507 984,180 10,789,522 12,168,194 13,992,790
Improvements

The fair value of real estate which remains categdras
December 2006 is analyzed as follows:

land, buildings and improvements as at 31

Category Area Carrying Fair value
value Low Medium High

me THUF THUF THUF THUF
Retail outlets 28,810 563,047 10,711,869 12,211,530 14,199,454
Office 275 13,961 92,023 104,906 121,084
Warehouse 21,869 167,818 2,439,337 2,780,845 3,233,540
Other buildings 58,156 559,195 4,324,140 4,929,383 5,731,841
Land 765,000 2024308 16,930,538 19,300,950 22,442,965
Total land, buildings and 874,110 4229229 34,497,007 39,327,614 45729784
|mpr0V9mentS

In the 2006 disclosures set out above 581,629 miaraf remained classified as property plant and
equipment. In its 2007 disclosures the Company reakassified this land as part of its Investment

property
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9. Intangible Assets

Movements in intangible assets for the year endeceBber 31, 2007 was as follows:

Media and
merchandising rights Other Total
THUF THUF THUF

Cost:
January 1, 2007 1,834,520 397,106 2,231,626
Additions - 37,525 37,525
Disposals and write downs - (131,781) (131,781)
December 31, 2007 1,834,520 302,850 2,137,370
Amortisation:
January 1, 2007 (654,520) (125,566) (780,086)
Amortisation expense - (51,722) (51,722)
Impairment (180,000) - (180,000)
Disposals and write downs - 110,119 110,119
December 31, 2007 (834,520) (67,169) (901,689)
Net book value:
December 31, 2007 1,000,000 235,681 1,235,681
December 31, 2006 1,180,000 271,540 1,451,540

“Other” primarily consists of rental rights for egtoperations.

In 2003 Fotex Nyrt. acquired certain media and mendising rights associated with the football club,
FTC, as part of its exit from its ownership of ttleb which it acquired in 2001 valued at HUF 1.9
billion (approximately Euro 8 million). The merchdiging rights with the exclusion of clothing are
unlimited and both the media and merchandisingtsigine granted into perpetuity. Up to 31 December
2005 there were no indications of impairment. Dgir2006, the Hungarian Football Association did not
give FTC the license to play in the first leagu& CHegally contested this and won the right to glay
the first league, however, the championship hasestaand FTC could not play in the first league tue
financial difficulties. Consequently the club coudly play matches in the second league in theoseas
2006/2007. In 2008 FTC was acquired by a Britiskestor which has plans for significant development
of the club. Management has assessed the recotityrabd the value of the asset based on the ewima
revenue streams that are presently and potensighilable, discounted at an appropriate interdst t@a
arrive at the fair value. Based on managementghatibn, an impairment of HUF 574 million had been
recognized in the income statement in 2006 andiaddi HUF 180 million in 2007.
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9. Intangible Assets (continued)

Movements in intangible assets for the year endetember 31, 2006 was as follows:

Media and
merchandising Other Total
rights
THUF THUF THUF
Cost:
January 1, 2006 1,834,520 679,046 2,513,566
Additions - 70,072 70,072
Disposals and write downs - (352,012) (352,012)
December 31, 2006 1,834,520 397,106 2,231,626
Amortisation:
January 1, 2006 (80,920) (201,034) (281,954)
Amortisation expense - (77,960) (77,960)
Impairment (573,600) - (573,600)
Disposals and write downs - 153,428 153,428
December 31, 2006 (654,520) (125,566) (780,086)
Net book value:
December 31, 2006 1,180,000 271,540 1,451,540
December 31, 2005 1,753,600 478,012 2,231,612
10. Long Term Investments
2007 2006
THUF THUF
Long term securities held to maturity - 6,938
Other long term investments held to maturity 37,205 61,817
Long term loan granted to other parties 315,409 -
Total long term investments 352,614 68,755

Long term investments are held to maturity basetherintention of the Group.

The long term loan granted to other parties manelresents the following loans each provided by
Domus Zrt. to legal entities which took over theatdintinued operation of Domus Lanc Kft.:

There is a THUF 261,105 (EUR 1,036,667) loan to DeMIVA Kft. with interest of EURO-LIBOR 12
month rate. The loan is secured by mortgage onptbeerty of Domus VIVA Kft and immediate
collection right over the bank account of Domus ¥I¥ft. The maturity of the loan is August 31, 2012.
The interest income received on the amount was TRBIE3.
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10. Long Term Investments (continued)

There is a THUF 30,876 (EUR 121,981) loan to Modala Kft. with interest of EURO-LIBOR 12
month rate. The loan is secured by mortgage opritygerty of Modusz Alba Kft and immediate
collection right over the bank account of Modusba\Kft. The maturity of the loan is October 31, @01
The interest income received on the amount was TBRIFE

There is a THUF 18,212 (EUR 72,009) loan to DomuseSKft. with interest of EURO-LIBOR 12
month rate. The loan is secured by mortgage opribygerty of Domus Store Kft and immediate
collection right over the bank account of Domusr&tgft. The maturity of the loan is October 31, 201
The interest income received on the amount was THRH-

11. Goodwill arising on Acquisition

Movements in goodwill (purchased as part of priosihess combinations) were as follows for the years
ended December 31:

2007 2006
THUF THUF
Cost:
At January 1 5,525,120 5,525,120
Addition 42,104 -
Disposal - —
At December 31 5,567,224 5,525,120
Amortisation and Impairment
At January 1 (2,364,358) (2,224,986)
Impairment charge for the year (396,552) (139,372)
At December 31 (2,760,910) (2,364,358)
Net book value
At January 1 3,160,762 3,300,134
At December 31 2,806,314 3,160,762

At year end management reviewed goodwill carriedhim books for impairment and has determined
impairment for the goodwill which is not supporteg positive discounted net cash-flows from the cash
generating units concerned.
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12. Accounts Payable and Accrued Expenses

2007 2006

THUF THUF
Trade payables 583,141 1,383,428
Taxes payable 219,187 226,920
Advances from customers 25,369 122,118
Accrued expenses 293,162 284,705
Payable to employees 101,781 128,401
Deposit received for rental 530,667 451,577
Other miscellaneous payables 226,895 424,003
Total accounts payable and accrued expenses 1,280,20 3,021,152

Terms and conditions of the above financial lidiei§:

Trade payables are non-interest bearing and areatlgrsettled on 30-day term.

Other payables are non-interest bearing and haeeenage term of 1 to 3 months.

Payable to employees are non-interest bearingeprésent a one month salary with contributions.
Rental deposits are generally payable on 30-day véren the rental agreements terminate.

13. Minority Interest

2007 2006

THUF THUF
Balance at beginning of year 17,469 1,685,917
Dividends of subsidiaries (8,825) (11,100)
Purchase of minority shareholder interests (5,566) 1,630,700)
Other 285 (579)
Income / (Loss) attributable to minorities 11,257 (17,069)
Balance at end of year 14,620 17,469

Dividends of subsidiaries
In case of Sigma Kft. there is 25% minority intereBhe HUF 8,825 thousand dividend is
payable based on the resolution of the membersrtority owner.

Minority Interest in FotexNet Kit.

In 2006 the Minority shareholders of FotexNet Kficreased its capital in the company which
resulted in minority interest in FotexNet Kft. o0%. However, the Group retained virtual
control over the subsidiary as the minority inteneas held by Blackburn International Inc., a
related party to the Group. During 2007 Fotex Graugmpanies through various capital
subscriptions totalling HUF 140 million increasdee tshare capital in FotexNet Kft. with the
result that by year end 2007 the minority intecestreased to 2%.
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13.

14.

15.

Minority Interest (continued)

Minority Interest in Domus Zrt.
In 2007 Domus Zrt. purchased its own shares at maimialue THUF 2,488 for THUF 3,732
from minority shareholders.

Other changes in the Minority Interest

During 2007 the Group purchased interest from niiywawners in Hungaroton Music Zrt. at
THUF 1,342 nominal value. As Hungaroton Music Zras ownership in Hungaroton Records
Kft. this resulted in a decrease in the minoritynevship in both companies.

Issued Capital

The authorised and issued share capital is THUF273B5. The par value of the shares is HUF
100. At December 31, 2007 the Company’s issuedesbapital consists of 72,723,650 shares
(December 31, 2006 70,723,650 shares) which incl@jé23,650 ordinary shares and 2,000,000
dividend preference shares. The dividend prefersheges were issued in November 2007 as
described in Note 15.

Of the issued shares, 3,536,960 shares costing T#81f627 (December 31, 2006, 1,536,960
shares costing THUF 261,627) are held as treasianges.

Preference share scheme

The general meeting of the Company on August 307 2uthorized the Board of Directors to
increase the equity capital by a maximum amounHof 785,818,000, by issuing dividend
preference shares (shares with dividend rights,onithout voting right) against monetary
contribution. within 5 years from the date of tlengral meeting.

These preference shares are to be used as a ratomeand long-term incentive system for
executive officers, as well as senior employees Tdason for the preference share scheme
available to members of management is to estahlidinect link between share rates and profits
achieved and profits shared by strengthening petgship within management thereby
increasing shareholder value. Fotex Nyrt. has dioopo redeem the dividend preference shares
within 5 years. If Fotex Nyrt. does not exercise dption within 5 years from the date of the
issue of dividend preference shares to employessttie owner of the dividend preference share
will be entitled to exercise its rights after thatel of the termination. The dividend rate on the
preference shares shall not exceed 50% of the grean's average stock-exchange price of
Fotex shares, but shall not be less than an anmequivalent to the double sum of the central
bank base interest rate, valid on January 1 ofgthien year, applied to the face value of the
share. The total sum of the dividend determinedpfeference dividend cannot exceed 30% of
the consolidated IFRS income after taxes minus ntinmterest. The total preference dividend
payable is subject to approval of the general mgetif the Company. Should the dividend
preference shares be issued to management aneémtiwdll be declared then under IFRS it will
be recorded in the 2007 financial statements asdjmstment based on the decision of the
general meeting.
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15.

16.

17.

Preference share scheme (continued)

In November 2007 Fotex Nyrt. issued 2,000,000 pegiee shares with a face value of HUF 200
million. As at December 31, 2007 the dividend prefiee share has been presented as treasury
shares (Note 14) as none of the share has yetdbeeated to senior employees. As of the date
of the approval of these financial statements nosien has been made as to allocation of
preference shares or the amount of any preferendedd which may be payable based on the
2007 result.

Goodwill Write-off Reserve

In 1990, in connection with the transformation leé Company to an Rt. and associated increase
in share capital, certain intangible assets of xdgrt. (principally the “Fotex” name) were
valued by an independent appraisal at approximadeliZ 2,2 billion. This amount is shown as
an intangible asset in the Company’s Hungariarusiat financial statements and is amortised
over 25 years. This amount is not shown as an,asgber as a deduction from shareholders’
equity in these financial statements.

Retained Earnings

Retained earnings available for distribution aredabon the financial statements of the Company
prepared in accordance with Hungarian Accountiran@rds, as opposed to these financial
statements that are prepared under InternationahEial Reporting Standards. The distributable
reserves according to Hungarian Accounting StargdafdFotex Nyrt. at December 31, 2007
amount to THUF 2,317,293 (December 31, 2006 THUBB2512).
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18. Selling, General and Administration Expenses

December 31, 2007

December 31, 2006

Continuing

Discontinued

Continuing

Discontinued

operations operations Total operations operations Total
THUF THUF THUF THUF THUF THUF

Personnel expense 2,859,916 494,895 3,354,811 3,063,078 936,334 3,999,412
Material type costs 2,255,347 553,635 2,808,982 2,322,737 997,614 3,320,351
Other expenses 1,524,049 12,298 1,536,347 1,352,822 81,938 1,434,760
Depreciation and 1,005,828 3,950 1,009,778 1,076,596 24,263 1,100,859
amortization
Total selling, general
and administration 7,645,140 1,064,778 8,709,918 7,815,233 2,040,149 9,855,382
expenses

Major element among “Other expenses”

2007 2006
THUF THUF

Impairment of Goodwill (Note 11) (396,552) (139,372)

Impairment of intangibles (Note 9) (180,000) (573,600)

Impairment on Inventories (Note 6) (71,360) 270,607

Impairment on Trade Receivables (Note 5) 10,857 12,074

Realised foreign exchange gain /(loss) net (62,034) (72,047)

Unrealised foreign exchange gain /(loss) net (38,052 (14,850)

Tax expenses (247,706) (277,882)

Other expenses (551,500) (639,690)

Total “Other expenses” (1,536,347) (1,434,760)

38




Fotex Nyrt. and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2007

All amounts in HUF '000 unless otherwise indicated

19.

Income Taxes

2007 2006

THUF THUF
Current income tax expense (273,637) (340,083)
Deferred income tax 105,000 (65,071)
Income tax expense (168,637) (405,154)

The effective income tax rate varied from the statuincome tax rate due to the following
items:

2007 2006
THUF THUF
Income / (Loss) before minority interest and income 749,286 (112,201)
taxes
Tax at statutory rate of 16% (119,886) 17,952
Effect of tax losses for whlc_h no corresponding (202,680) (432,833)
deferred tax asset recognized
Effect of tax losses from previous periods for whic
corresponding deferred tax asset recognized for the 152,623 35,113
first time in the current period.
rDa:I:;eSrences arising from Cyprus and Luxembourg tax 35,860 (51,477)
I 0
Effect of change in the tax rate from 16% to 20®&rfr _ (25,915)

2007 on the tax base correction items
Effect of permanent differences 218,073 228,447
Solidarity tax at statutory rate of 4% (from Seplbem

1, 2006) — see explanation below. (58,036) (19,348)
Local business tax (Note 2 change in accounting (177,102) (146,935)

policy) ' ’
Innovation tax (Note 2 change in accounting policy) (17,489) (10,158)
Income tax expense (168,637) (405,154)

Fotex Nyrt. and its subsidiaries are subject tdgaér audit by the Hungarian Tax Authority
(“APEH”). Because the application of tax laws aedulations for many types of transactions is
susceptible to varying interpretations, amountsorta in the financial statements could be
changed at a later date upon final determinatioABEH.

Corporate income tax rate is 16%, however, effecfrom September 1, 2006 the Hungarian
government introduced an additional, so calleddseoiiy tax of 4% payable on statutory
accounting incomes made in the period from Septerhh2006.

As the above mentioned solidarity tax is assumedhlid in future years, an effective tax rate of
20% is taken into consideration when calculatinfpded tax assets and liabilities.

In 2005 Upington, an investment holding company watablished in Cyprus which had an

effective tax rate of 10%. In addition, Downingt@nfinancial holding company was established
in Luxembourg during 2006 where the effective taberfor financial holding income is 0%.
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19. Income Taxes (continued)

Deferred tax assets and deferred tax liabilitie@etember 31, 2007 and 2006 are attributable to
the items detailed in the tables below:

Consolidated Consolidated
balance sheet income statement
2007 2006 2007 2006
THUF THUF THUF THUF
Deferred income tax liabilities
Accelerated depreciation for tax purposes (129,587) 120,661) (9,026) (102,864)
Eliminated intercompany transactions (31,556) (35739 4,183 (31,630)
Capitalisations of small value assets (30,079) (18,82 (11,251) 1,800
Fair value adjustments on acquisition (38,843) (42)37 3,532 (5,650)
Gross deferred income tax liabilities (230,065) (B03) (12,562) (138,344)
Deferred income tax assets
Provisions 3,099 38,160 (35,061) 38,160
Tax losses carried forward 187,736 35,113 152,623 3,11
Gross deferred income tax assets 190,835 73,273 m7,56 73,273
Deferred income tax 105,000 (65,071)
Net deferred income tax liability (39,230) (144,230)

Certain Group companies have tax losses that aaiable to be carried forward and offset
against taxable income of the companies in futeseyas shown below:

Expiry THUF

Indefinite 2,500,679
2008 26,114
2009 18,125
2010 30,908
2011 10,770
2012 15,038
Total 2,601,634

Deferred tax assets have not been recognised piecesf these losses in the past as they have
arisen in subsidiaries that have been loss-makingdme time. Due to the Group reorganisation
and merger process which started in 2006 it hasrbegossible for the Group to utilise certain
past losses as several loss-making entities medgadg the previous and current years into
profit-making entities. As a consequence in 20@@noup recognised deferred tax asset for the
tax losses of THUF 181,309 at Dalia Kft. and THU1316 at Kontar Zrt as due to the mergers
in 2006 it has become probable that the tax logseged forward will be realisable. As
additional mergers took place in 2007 the defeta@cassets recognised for the tax losses carried
forward also increased. As a result in 2007, themmany recognised deferred tax assets in the
amount of THUF 187,736 for the following tax losS@dUF 71,918 at Keringatlan Kft., THUF
32,596 at Kontur Zrt. and THUF 1,068,833 at Domus Z
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20.

Discontinued operations

In 2007 the Company took a strategic decision tbtae furniture retail operation performed by
Domus Lanc Kft. As a result on 3March, 2007 Domus Lanc Kft. merged into Domus Zrt.
After the merger Domus Lanc Kft. which was a fuunét retailer continued its operation as part
of Domus Zrt. to the end of August 2007 with a cmnbusly decreasing activity. After the end
of September 2007 the remaining furniture inventags mainly purchased by three entities.
Those entities were established by former emplogé&omus Lanc Kft. The three entities also
have an obligation for the purchase of the invgntwned by Domus Zrt. as of December 31,
2007. As Domus Lanc Kft. was not sold as an opegagntity rather it has gradually ceased its
activity there was no business disposal.

The net assets and liabilities of Domus Lanc Kitluded in the consolidated balance sheet as
set out in the table below.

2007 2006

THUF THUF
Net assets disposed of:
Cash - 446,583
Accounts receivable and prepayments 151,773 133,456
Inventory 209,650 892,926
Fixed assets - 46,802
Accounts payable and accrued expenses - (650,190)

361,423 869,577

The current year account receivable and prepaymeptesent receivable from the three entities
which acquired Domus Lanc Kft. inventoridghe current year inventory represents those items
which were sold to these three entities underessadmmission agreement.
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21. Segment Information

2007 2007 2007 2006 2006 2006

Revenue (a): Net Sales Net Sales Net Sales Net Sales

external inter-segment N_?La?:les external inter-segment N_?tHa?:Ies

THUF THUF THUF THUF
Furniture 1,226,482 75,439 1,301,921 1,656,490 12,361 1,668,851
Investment property 5,158,670 449,550 5,608,220 3,490,632 404,444 3,895,076
Electrical, household
goods and cosmetics 628,858 6,159 635,017 1,524,211 13,978 1,538,189
Crystal and glass 2,895,449 8,195 2,903,645 2,846,865 19,305 2,866,170
Music 973,814 3,175 976,989 1,167,887 1,285 1,169,172
Photographic products _ _ _
and services 692,878 9,799 702,677
Clothing 478,214 - 478,214 554,065 569 554,634
Advertising 27,735 62,813 90,548 22,652 43,286 65,938
Corporate and other 1,197,543 574,871 1,772,414 870,343 542,539 1,412,882
Inter-segment
elimination - (1,180,203) (1,180,203) - (1,047,566) (1,047,566)
Revenue from
continued operations 12,586,765 - 12,586,765 12,826,023 - 12,826,023
Revenue from
discontinued furniture 3,074,684 - 3,074,684 5,179,003 - 5,179,003
operations (Note 20)
Revenue from 15,661,449 - 15,661,449 18,005,026 - 18,005,026

operations

a) Revenue relating to crystal and glass products entlrare principally foreign currency sales. Apgimeately half of
the revenue relating to manufactured furnitureexy@ort revenue. Other sales are generally Hung&aaimt sales.

Net income / (loss) before tax: 2007 2006
THUF THUF
Furniture 110,407 299,357
Investment property 1,853,385 1,660,795
Electrical, household goods and cosmetics 27,222 43,902
Crystal and glass (462,355) (97,690)
Music (93,553) (59,934)
Photographic products and services - (160,177)
Clothing 45,926 (56,297)
Advertising (1,613) (129,776)
Corporate and other (265,897) (1,052,908)
Net income before tax from continued operations 1,213,522 447,272
Net loss from discontinued furniture operations N20) (464,236) (559,473)
Net income/(loss) relating from operations 749,286 (112,201)
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21.

Segment Information (continued)

Total Assets: 2007 2007 2007 2006 2006 2006
Assets Assets inter- Assets Assets Assets inter- Assets
external segment THUF external segment THUF
THUF THUF THUF THUF

Furniture 1,000,929 33,635 1,034,565 4,698,222 6,700 4,704,922

Investment property 17,543,035 33,824 17,576,859 13,235,348 22,345 13,257,693

Electrical, household

goods and cosmetics 935,852 4,262 940,114 1,608,740 81,644 1,690,384

Crystal and glass 2,836,341 1,955 2,838,295 2,641,096 13,211 2,654,307

Music 832,347 99 832,446 883,078 5,629 888,707

Photographic - - - 17,230 63 17,293

products and services ! '

Clothing 744,244 1,000 745,244 531,088 90,000 621,088

Advertising 187,230 9,193 196,424 70,941 2,716 73,657

Corporate and other 11,005,379 1,594,120 12,599,499 11,960,174 1,162,469 13,122,643

Inter-segment

elimination - (1,678,088) (1,678,088) - (1,384,777) (1,384,777)

Total assets 35,085,357 - 35,085,357 35,645,917 - 35,645,917
2007 2007 2007 2006 2006 2006

Liabilities: Liabilities Liabilities Liabilities Liabilities Liabilities Liabilities
external inter-segment THUF external inter-segment THUF
THUF THUF THUF THUF

Furniture 168,317 69,533 237,851 949,301 (39,000) 910,301

Investment property 640,062 607,526 1,247,588 669,828 855,273 1,525,10

Electrical, household

goods and cosmetics 113,567 32,222 145,789 234,061 (18,002) 216,05¢

Crystal and glass 301,117 1,069,184 1,370,301 389,027 863,218 1,252,24

Music 166,326 220,250 386,575 239,211 186,128 425,33

Photographic products

and services - - - 3,436 1,840 5,276

Clothing 34,898 2,520 37,418 47,666 2,075 49,741

Advertising 62,879 15,064 77,943 5,593 (105) 5,488

Corporate and other 551,641 (39,252) 512,388 659,888 161,809 821,69’

Inter-segment

elimination - (1,977,046) (1,977,046) - (2,013,236) (2,013,236)

Liabilities 2,038,806 - 2,038,806 3,198,011 - 3,198,011
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21.

22.

Segment Information (continued)

Capital expenditure:

Furniture

Investment property

Electrical, household goods and cosmetics
Crystal and glass

Music

Photographic products and services
Clothing

Advertising

Corporate and other

Capital expenditure

Depreciation and amortisation:

Furniture

Investment property

Electrical, household goods and cosmetics
Crystal and glass

Music

Photographic products and services
Clothing

Advertising

Corporate and other

Depreciation and amortization

Financial risk management objectives and policge

2007 2006
THUF THUF
174,548 471,958
1,079,743 1,184,534
29,552 184,203
96,411 8,612
31,284 149,533
- 19,181
1,678 4,747
448 1,631
101,797 222,582
1,515,462 2,246,981
2007 2006
THUF THUF
49,204 116,481
639,301 519,288
32,696 56,830
165,163 216,303
40,987 46,312
- 33,461
5,723 5,984
2,041 649
74,663 105,551
1,009,778 1,100,859

The Group’s principle financial liabilities, othénan derivatives, comprise trade payables and
hire purchase contracts. The Group has variousdiahassets such as trade receivables, cash
and short term deposits, granted loans. The Congpaagh is primarily held with major banks
located in Hungary, Cyprus and Luxembourg. Therfoia liabilities and financial assets arise

directly from the operations of the Group.

During the year the Group has entered into a smatiber of derivative transactions, primarily
forward currency contracts. The purpose was to gerthe currency risk arising from the
Group’s operations. There were no open derivataesiactions as of December 31, 2007.

The main risk arising from the Group’s financiastiuments are foreign currency risk and credit
risk. The Management is reviewing and managing edcthese risks which are summarized

below.
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22.

Financial risk management objectives and policge(continued)
Interest rate risk

As the Group has no external financing liabilityert® is no interest rate risk which could be
managed.

Currency risk

The financial instruments that potentially subjebe Company to currency risk consist
principally of foreign currency trade receivablpayables and cash deposits in foreign currency.
There is a currency risk which is associated toBb® based rental agreements. The major part
of the EUR based rental fees is invoiced in HUFaodaily spot rate. In order to limit the
potential exchange loss as a result of any adwdraage in the EUR-HUF exchange rates, the
Group generally determines a minimum EUR-HUF exgearate in the rental agreements for
conversion purposes.

The Group also has a transactional currency expostuch exposure arises from sales or
purchases by an operating unit in currencies otthan the unit's functional currency.
Approximately 20% of the Group’s sales are domidatecurrencies other than the functional
currency of the operating unit making the salesjlevbosts are denominated in the unit's
functional currency. The Group manages this riskcamain cases using forward currency
contracts.

The following table demonstrates the sensitivityatseasonably possible change in the EUR
exchange rate, with all other variables held conistaf the Group’s profit before tax in relation
to export sales (due to changes in the fair vafuaanetary assets and liabilities).

Increase/decrease in EUR rate  Effect on profit leefax
THUF
2007 +5% (119,906)
-5% 125,909
2006 +5% (122,209)
-5% 128,225

The Group also has significant cash and cash elguitgain EUR as at December 31 which are
influenced by possible change in the EUR exchaatgin the following way:

Increase/decrease in EUR rate Effect on cash aid gas
equivalents
THUF
2007 +5% 304,104
-5% (289,462)
2006 +5% 270,378
-5% (257,503)
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22.

Financial risk management objectives and policge(continued)
Credit risk

Credit risk is limited due to the dispersion acrtss customer base. Accordingly, the Company
has no significant concentrations of credit riskeTGroup manages its credit risk by advance
payments, request of bank guarantees and cashitdeposddition, the Group is monitoring on
a regular basis the available business informatemarding major creditors on the market.
Receivable balances are monitored on an ongoirig.bas

Liquidity risk

The Group monitors its risk regarding liquidity tvithe following tools:
* Monitoring of the daily available (restricted andnarestricted) free cash and cash
equivalents balance by entities
» Monitoring of the entities’ cash-flow on a weeklgdis
 As part of the management information system theu@rmonitors the economic
operation of the entities on a monthly basis

The table below summarises the maturity profiléhef Group’s financial liabilities at December
31, 2007 and December 31, 2006 based on contragtdadcounted payments.

Year ended December 31, On Lessthan 3tol1l2 1to5 >5 Total
2007 demand 3 months months years years
THUF THUF THUF  THUF THUF THUF

Trade payables 82,668 500,473 - - - 583,141
Taxes payable - 219,187 - - - 219,187
Advances from customers - 25,369 - - - 25,369
Accrued expenses - 278,936 - 14,226 - 293,162
Payable to employees - 101,781 - - - 101,781
Deposit received for rental - 13,643 - 571.473 - 585.116
Other miscellaneous B 172,446 B 3 3 172,446
payables

Total accounts payable and g5 659 1317835 - 585609 - 1,980,202

accrued expenses
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22.

23.

23.

Financial risk management objectives and policge(continued)
Liquidity risk (continued)
Year ended December 31, On Lessthan 3t0o12 1to5 >5

2006 demand 3 months months years years Total
THUF THUF THUF  THUF THUF THUF

Trade payables 88,686 1,294,742 - - - 1,383,428
Taxes payable - 226,920 - - - 226,920
Advances from customers - 122,118 - - - 122,118
Accrued expenses - 266,574 - 18,131 - 284,705
Payable to employees - 128,401 - - - 128,401
Deposit received for rental - 139,381 — 354.913 - 494.294
Other miscellaneous 10,235 371,051 - - - 381.286
payables

Total accounts payable and g9 951 5 549,187 ~ 373,044 - 3,021,152

accrued expenses

Capital management

From the sales of its interest in Fotex Optika Kift.2005 the Group has significant own cash
balance which has been used for the internal fimgnas necessary. During 2006 the Group
replaced its external bank loans by internal fimag.cAs a consequence on Group level, the
financing expenses and risks significantly reduced.

Fair values

At December 31, 2007 and 2006 the carrying amoohtash and cash equivalents, short-term
investments, accounts receivable, accounts payalléccrued expenses approximated their fair
values due to the short term maturities of thesetasand liabilities. Receivables are stated after
making allowance for doubtful debts.

Investments in subsidiaries

During 2007 Fotex Nyrt. entered into certain trantieens and mergers as further described
below:

Dalia Kft. merged into Keringatlan Kft. as at Fedry 28, 2007.

Domus Lanc Kft. and Domus IBC Kft. merged into Danart. as at March 31, 2007.
Azur Kft. merged into Keringatlan Kft. as at Augudt, 2007.

Székhely 2007 Kft. demerged from Balaton Butorggdr as at September 30, 2007.
The Group fully acquired Norba Kft. as at Septen8ir2007 for a purchase price of
THUF 50,000. The net asset of Norba Kft. was THQRZH41 respectively at acquisition
resulting in goodwill of THUF 7,589.

Investments in subsidiaries (continued)
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24.

During 2006 Fotex Nyrt. entered into certain trani®as and mergers as further described
below:

= Downington Holding S.a.r.l. was established to ficea other subsidiaries internally.

» Kontar Lakasfelszerelés Kft. and Kontur Papir Kiierged into Kontdr Zrt. as at July
31%, 2006.

= Az(r Ingatlanhasznosité Kft. merged into Azir 2s.at Septembef’62006.

= Fotex 2000 Kft. merged into Kerin%atlan Kft. adDetcember %, 2006.

= Domus Nyrt. was delisted by June"1,42006.

Operating Leases

The Group leases retail sites within shopping asrntBuna Plaza”, “MOM Park” and “Csepel
Plaza” located in Budapest and at two other looatim Budapest based on non-cancellable
operating lease agreements.

The “Duna Plaza” agreement, extended in 1999, altband committed the Group to rent the
retail outlets until September 2009. In 2007 the sif the rented area was decreased by 5,543 m
based on mutual agreement from 7,2Zhrea to 1,678 fn

From September 2001 the Group leases retail siteéwMOM Park”, the relating contract has
a term of 7 years. In March, 2007 the Group annednts intention to use their option on the
outlets rented in “MOM Park”, whereby the rentahtracts may be extended with a further five
years. The Group decreased the rented area fromadah, 2008 by 2056 Tnfrom 5,374 M to
3,318 nf rented area.

The rental contract on retail outlets in shoppiremter “Csepel Plaza” was extended until
December, 2010. The contract on the outlet in topging center in Pécs was valid till October,
2007 and was not extended. The contracts on thedtad outlets classified as other centers and
shops expire in December, 2013 and in February}.201
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24.

25.

Operating Leases (continued)

The rental fees are denominated in Euros and areased by the customer price index reported
by the European Union’s Statistical Office commegcirom January 1, 2000 in case of “Duna
Plaza”, from January 1, 2002 in case of “MOM Paakt from January 1, 2000 or 2001 in the
case of other centres. The Group also leases dfiaee in Fotex Plaza as described in note 27.
At present the Group is committed to pay the foll@yminimum rentals:

Fotex Other
2007 Duna Plaza MOM Park centers and Total
Plaza
shops

Operating
lease THUF THUF THUF THUF THUF
commitment
2008 176,989 62,293 167,326 60,625 467,233
2009 - 50,661 172,930 56,948 280,539
2010 - - 177,747 49,103 226,850
2011 - - 179,168 46,010 225,178
After - - 188,831 91,686 280,517
Total 176,989 112,954 886,002 304,372 1,480,317

Operating lease payments for the year ended DeaeBihe2007 amounted to THUF 87,956

(December 31, 2006 THUF 318,406) for Duna PlazdJFI271,895 (December 31, 2006 THUF

242,426) for “MOM Park™ and THUF 17,539 for the ethcenters and shops (December 31,
2006 THUF 19,228).

A portion of retail shop premises are still renfeain local municipalities. These rentals may be
cancelled by the lessor with a notice period deast one year. Under certain circumstances the
Group has the right to acquire the premises at laevanutually agreed with the relevant
municipality. During 2006 the Group exercised derta these rights acquiring certain premises
at a total purchase price of THUF 152,311. Durif@2the Group did not exercise any such
rights.

Contingency
Euler Hermes Magyar Hitelbiztosité Zrt. had takegdl action against Fotex Nyrt. to take
unlimited responsibility for the debts of Kerawit., formerly under the control of the Company

and currently under liquidation, and to settle ithoddim of THUF 52,771 plus interest and costs.
In 2007 the legal case ceased as the plaintiffdeéiv the suit.
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26. Earnings Per Share
Basic earnings per share
Basic earnings per share is calculated by dividirgnet income attributable to shareholders by

the weighted average number of ordinary sharessmei during the year, excluding the average
number of ordinary shares purchased by the Comaadyheld as treasury shares:

2007 2006
THUF THUF
Net income attributable to equity holders from coming
operations (THUF) 1,033,628 57,095
Loss attributable to equity holders from disconéidu
operations (THUF) (464,236) (557,381)
Net income / (loss) attributable to shareholdetsUF) 569,392 (500,286)
Weighted average number of shares in issue dunmgear 69,186,690 69,186,690
Basic earnings per share from continuing operagiéds’) 14.94 0.82
Basic loss per share from discontinued operatiod§{H (6.71) (8.06)
Basic earnings / loss per share (HUF) 8.23 (7.23)

The diluted earnings per share agree with basiciregs per share in 2007 and 2006 as there is
no dilution effect in these years.

27. Related Party Transactions

Principal related parties

Gabor Varszegi, Chairman of the Board of Fotex Nyfirectly or indirectly controls a part of

the voting shares of Blackburn International In&lgckburn”), a Panama company and Zurich
Investments Inc., (“Zurich”) a British Virgin Islas company, Blackburn has a controlling
interest in Fotex Ingatlan Kft. (“Fotex Ingatlangnd Plaza Park Kft. (“Plaza Park”). At

December 31, 2007, Blackburn controls 16.9% of@oepany’s share capital (December 31,
2006, 16.9%), Zurich controls 14.1% (December 310&2 14.1%), Fotex Ingatlan controls
17.6% (December 31, 2006, 17.6%), and Plaza P&¥% 1December 31, 2006, 1.6%). These
companies are considered to be related parties.

Related party rental transactions

In case of Plaza Park office accommodation agretsmeare modified in December, 2000, and
were extended until 31 December, 2011. Based andpéons, Fotex Nyrt. and its subsidiaries
renegotiated rental contracts and extended therh D@tember 31, 2011. The rental fees are
adjusted with the harmonized customer price inded25) reported by the European Union’s
Statistical Office (Eurostat). Rental agreementthwfiotex Ingatlan Kft. were modified to an
indefinite term renting period. Rental fees araeased annually by the average of the general
rates of inflation in the EU. Rental and other tedafees paid to Fotex Ingatlan for 2007 were
THUF 81,387 (2006: THUF 88,293) and to Plaza PafikJFF 212,509 (2006: THUF 242,339).
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27.

28.

29.

Related Party Transactions (continued)

2007 transactions
There were no significant related party transastior2007.

2006 transactions
The unsecured short term loan of THUF 40,000 pexvidarlier by Plaza Park to DVD Rent was
repaid in the course of 2006. Interest expense graitie amount was THUF 4,941.

In March, 2006 Fotex Ingatlan purchased a shop Hfotex 2000 Kft. on Margit Kérat for a
consideration of THUF 20,790 + VAT.

Compensation of key management personnel of thagsro
Management, directors and members of the supewismard of Fotex Nyrt. received short term
employee benefits of THUF 152,961 for 2007 (2008UF 101,162).

Post Balance Sheet Events

As at January 1, 2008, Fotex Records Kft. mergaa Htungaroton Records Kft. As at February
29, 2008, Fotex lll. Kft., Fotex Kont. Kft. and Nm Kft. merged into Kontdr Zrt. and DVD Rent
Kft. merged into FotexNet Kft. Activities of the mggng companies are continued after the
mergers.

Statement of responsibility
The annual consolidated report of Fotex Nyrt. anythar 2007 contains true data and statements
and it does not conceal any facts that are importanthe assessment of the Company’s

position. The issuer is liable for damages as pdicl& 55. section (1) of the law on capital
markets.

Budapest, April 9, 2008

Gabor Varszeqi
Chief Executive Officer
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