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that such person is an affiliate of the registrant.
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Part III - Portions of the Registrant s proxy statement for its 2008 Annual Meeting of Stockholders.
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CERTAIN DEFINITIONS AND PRESENTATION OF GENERAL INFORMATION
In this annual report, unless indicated otherwise in this report or the context requires otherwise, the following definitions shall apply:
Common Stock. The common stock of Hungarian Telephone and Cable Corp., par value $0.001.
Company. Hungarian Telephone and Cable Corp., together with its consolidated subsidiaries.
DKK. The Danish kroner, which is the lawful currency of Denmark.
E.U. The European Union.
Euro, or EUR. The euro, which is the lawful currency of the participating member states of the E.U.
Euroweb. Euroweb Hungary and Euroweb Romania, collectively.

Euroweb Hungary. Euroweb Internet Szolgdltaté ZRt., a Hungarian company, which was an indirect subsidiary of HTCC until it merged into
Invitel effective January 1, 2008.

Euroweb Romania. Euroweb Romania S.A., a Romanian company, which is an indirect subsidiary of HTCC.
FASB. The Financial Accounting Standards Board.

Foreign Subsidiaries. The Memorex subsidiaries and the Company s indirect subsidiaries which are incorporated outside of Hungary, Austria,
The Netherlands and the Netherlands Antilles (other than Euroweb Romania).

forint or HUF. The Hungarian forint, which is the lawful currency of the Republic of Hungary.

historical concession area. Each of the 54 geographically defined concessions areas for local public fixed line voice telephony service areas in
Hungary which, prior to 2002, were served by local telephone operators with exclusive rights and responsibilities for providing local fixed line
telecommunications services.

Holdco 1. HTCC Holdco I B.V., a company incorporated in the Netherlands, which is a direct subsidiary of HTCC.
Holdco 11. HTCC Holdco II B.V., a company incorporated in the Netherlands, which is an indirect subsidiary of HTCC.
HTCC. Hungarian Telephone and Cable Corp., a Delaware company and the parent company.

HTCC Subsidiaries. All of the subsidiary companies directly or indirectly owned by HTCC.

Hungarotel. Hungarotel Tavkozlési Zrt., a Hungarian company, which was an indirect subsidiary of HTCC until it merged into Invitel effective
January 1, 2008.

Hungarotel historical concession areas. The areas in which Hungarotel operated five telecommunications concessions granted by the Hungarian
government on an exclusive basis until 2002.

Invitel. Invitel Tavkozlési Zrt., a Hungarian company, which is an indirect subsidiary of HTCC.

-
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Invitel Acquisition. The acquisition by the Company of Matel Holdings and its direct and indirect subsidiaries, including its principal operating
subsidiaries Invitel and Euroweb, which acquisition was completed on April 27, 2007.

Invitel historical concession areas. The areas in which Invitel operated nine telecommunications concessions granted by the Hungarian
government on an exclusive basis until 2002.

Invitel Technocom. Invitel Technocom Kft, a Hungarian company, which is an indirect subsidiary of HTCC. PanTel Technocom Kft. was
renamed Invitel Technocom Kft. effective January 1, 2008.

Invitel Telecom. Invitel Telecom Kft., a Hungarian company, which is an indirect subsidiary of HTCC. Tele2 Magyarorszag Kft. was renamed
Invitel Telecom Kft. effective January 1, 2008.

Matel. Magyar Telecom B.V., a company incorporated in The Netherlands, which is an indirect subsidiary of HTCC.
Matel Holdings. Matel Holdings N.V., a company incorporated in The Netherlands Antilles, which is an indirect subsidiary of HTCC .
Memorex. Memorex Telex Communications AG, an Austrian company, together with its consolidated subsidiaries.

Memorex Acquisition. The acquisition by the Company of 95.7% of the outstanding equity of Memorex, which acquisition is expected to be
completed by the end of the first quarter 2008.

Memorex Subsidiaries. The consolidated subsidiaries of Memorex.
NHH. The Hungarian National Communications Authority.

our historical concession areas or the Company s historical concession areas. The Hungarotel historical concession areas and the Invitel
historical concession areas combined.

PanTel. PanTel Tavkozlési Kft., a Hungarian company, which was an indirect subsidiary of HTCC until it merged into Invitel effective
January 1, 2008.

PanTel Technocom. PanTel Technocom Kft, a Hungarian company, which is an indirect subsidiary of HTCC. PanTel Technocom Kft. was
renamed Invitel Technocom Kft. effective January 1, 2008.

Registrant. Refers to Hungarian Telephone and Cable Corp. (HTCC), the parent company which is registered with the United States Securities
and Exchange Commission.

Report. This annual report on Form 10-K for the fiscal year ended December 31, 2007.
RIO. Reference Interconnect Offer.

RUO. Reference Unbundling Offer.

SEC. The United States Securities and Exchange Commission.

SMP. Significant Market Power. A telecommunications services provider, which has been designated with significant market power following a
market analysis by the Hungarian regulatory authorities.
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T-Com. The brand name under which Magyar Telekom Plc. operates its fixed line telecommunications business in Hungary.

TDC. TDC A/S, a Danish company (formerly known as Tele Danmark A/S), together with its affiliates. TDC is our majority stockholder and
owns approximately 64% of our outstanding Common Stock.

Tele2 Hungary. Tele2 Magyarorszag Kft., a Hungarian company, which is an indirect subsidiary of HTCC. Tele2 Magyarorszdg Kft. was
renamed Invitel Telecom Kft. effective January 1, 2008.

Tele2 Hungary Acquisition. The acquisition by the Company of Tele2 Hungary, which acquisition was completed on October 18, 2007.
U.S. dollar, USD or $. The U.S. dollar, which is the lawful currency of the United States of America.

V-holding. V-holding Tanédcsad6 Zrt., a Hungarian company, which was an indirect subsidiary of HTCC until it merged into Invitel effective
January 1, 2008.

we, us and our. Refers to the Company.

In addition, we have included a glossary of certain technical terms used in this Report under the heading Glossary of Terms .

4.

Table of Contents



Edgar Filing: HUNGARIAN TELEPHONE & CABLE CORP - Form 10-K

Table of Conten
Glossary of Terms

Our industry uses many terms and acronyms that may not be familiar to you. To assist you in reading this Report, we have provided below
definitions of some of these terms.

Access or Telephone Lines. Telephone lines reaching from the customer s premises to a connection with the telephone service provider s network.
When we refer to our access lines or telephone lines, we include our customers with either a wired or fixed wireless connection to our network.

Access Network. The part of the telecommunications network which connects the end users to the backbone.
Average Revenue Per User (ARPU). The average revenue per user.

Asynchronous Transfer Mode (ATM). An international high-speed, high-volume, packet-switching protocol which supplies bandwidth on
demand and divides any signal (voice, data or video) into efficient, manageable packets for ultra-fast switching.

Backbone. A centralized high-speed network that interconnects smaller, independent networks.
Bitstream Access. The provision of broadband access on local loops using DSL technology.

Bandwidth. The number of bits of information which can move through a communications medium in a given amount of time (normally
measured in bits per second).

Broadband. High speed access to the Internet. Telecommunication in which a wide band of frequencies is available to transmit information.
Because a wide band of frequencies is available, information can be multiplexed and sent on many different frequencies or channels within the
band concurrently, allowing more information to be transmitted in a given amount of time. Various definers have assigned a minimum data rate
to qualify as broadband.

Cable Modem. A device that enables a PC to connect to the cable TV network and receive data at a high speed.

Carrier Pre-Selection (CPS). The ability to select the telecommunications services provider for certain calls on a pre-set basis so that the
selected telecommunications services provider is the default telecommunications services provider on such calls without having to dial a prefix.

Carrier Selection (CS). The ability to select the telecommunications services provider for certain calls on a call-by-call basis, whereby a
telecommunications services provider different from the default telecommunications services provider may be selected by the customer by
dialing a prefix when making certain calls.

Central Office (CO). The site with the local telecommunications services provider s equipment that routes calls to and from customers. It also
connects customers to Internet Service Providers and long distance carriers.

Churn. A measure of customers who stop purchasing our services as manifested by the loss of either voice traffic (as measured in minutes) or
lines, leading to reduced revenue.

Co-location. A type of service where the customer s telecommunications equipment and/or other hardware and equipment is housed within the
provider s facilities usually for the purpose of connecting the customer s network with other networks. The co-location provider is typically
responsible for power and connectivity.
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Dark Fiber. Unused fiber optic cable. Fiber optic cables convey information in the form of light pulses so that dark fiber means that no light
pulses are being sent over the fiber optic cable.

Dense Wavelength Division Multiplexing (DWDM). A technology which multiplexes multiple optical carrier signals on a single optical fiber by
using different wavelengths (colors) of laser light to carry different signals. This allows for a multiplication in capacity, in addition to making it
possible to perform bi-directional communications over one strand of fiber.

Digital. A method of storing, processing and transmitting information through the use of distinct electronic or optical pulses that represent the
binary digits O and 1. Digital transmission and switching technologies employ a sequence of these pulses to represent information as opposed to
the continuously variable analog signal. The precise digital numbers minimize distortion (such as graininess or snow in the case of video
transmission, or static or other background distortion in the case of audio transmission).

Digital Enhanced Cordless Telecommunications (DECT). A wireless standard based on time division multiple access technology used for
wireless local loop systems.

Digital Subscriber Line (DSL). An access technology that allows voice and high-speed data to be sent simultaneously over local exchange
service copper facilities.

Ethernet. A local area network architecture. It is the most common type of connection computers use in a local area network. An Ethernet port
looks like a regular phone jack, but is slightly wider. This port can be used to connect a computer to another computer, a local network, or an
external DSL or cable modem.

Extranet. An intranet that is partially accessible to authorized outsiders. It provides limited external access to certain resources on an
organization s corporate network.

Fiber Optic Cable. A type of cable made from hair-thin glass (rather than copper) through which information travels as light. Fiber optic cables
have a much greater bandwidth capacity than metal cables. Fiber optic cables form the basis for telecommunication providers backbone
networks in transmitting information long distances.

Fixed Lines/Fixed Telephone Lines. Refers to both wireline and fixed wireless telephone access lines.

Fixed Wireless. The operation of wireless devices (such as a telephone) in fixed locations such as homes and offices. The geographic range of
the mobility is limited to a small area.

Frame Relay (FR). An industry-standard switched data link layer protocol, typically used for high speed data transmission through leased lines.
GSM. Global system for mobile communications.

Incumbent. The dominant operator which was licensed to enter the market and establish a proprietary network under the protection of a
regulatory monopoly.

Incumbent Local Telephone Operator (ILTO). A traditional fixed line telecommunications services provider that, until 2002, had the exclusive
right and responsibility for providing local telecommunications services in certain local service areas within Hungary.

Integrated Services Digital Network (ISDN). An international telecommunications standard which enables high speed simultaneous transmission
of voice and/or data over an existing public network.

-6-
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Internet. A public network based on a common communication protocol which supports communication through the world wide web.
Internet Protocol (IP). A protocol for transferring information across the Internet in packets of data.

Internet Service Provider (ISP). A business that provides Internet access to customers.

ISDN2. ISDN access with two channels designed primarily for residential use.

ISDN30. ISDN access with 30 channels designed primarily for business use.

Last Mile. The telecommunications technology that connects the customer s premises directly to the network of the telecommunications provider,
traditionally a wired connection through a twisted pair copper wire telephone cable (in the case of the telecommunications provider) or a coaxial
cable (in the case of a cable television operator) but it can also be a fixed wireless connection.

Leased Line. A permanent (always on for continual transmission), dedicated fiber optic or telephone line connection between two points, which
is typically leased by business customers enabling the connection of two geographically distant points. They are used to transmit voice, data or
video between the sites. Also known as Private Lines and Dedicated Lines.

Local Area Network (LAN). A network located in a single location such as a floor, department or building.

Local Loop. The telephone line that runs from the local telephone company s equipment to the end user s premise. The local loop can be made up
of fiber, copper or wireless media. It usually refers to the wired connection from a telephone company s central office in a local area to its
customer s premises. It is also known as the subscriber loop, local line, access line, telephone line, fixed line or fixed telephone line.

Local Loop Unbundling (LLU). The process of making the local loop available to the local loop owner s competitors.
LRIC. A cost accounting methodology focusing on long-run incremental costs.

Managed Leased Line. A leased line monitored, managed and controlled by a network management system offering an increased level of
flexibility, reliability and security.

Metropolitan Area Network (MAN). A network that covers a metropolitan area such as a portion of a city. The area is larger than that covered by
a local area network but smaller than the area covered by a wide area network.

MLLN. A managed leased line network.
Mobile. Generally refers to wireless or cellular telecommunications with limited geographical constraints.
Multiplexing. The combination of multiple analog or digital signals for transmission over a single line.

Multiprotocol Label Switching (MPLS). A widely supported method of speeding up data communications over combined IP/ATM networks.

-
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Network. An arrangement of data devices that can communicate with each other such as the telephone network over which telephones and
modems communicate with each other.

number portability. The ability of a customer to transfer from one telecom operator to another and retain the original telephone number.

Private Automatic Branch Exchange (PABX). A digital or analog telephone switchboard located within the customer s premises and used to
connect private and public telephone networks. It routes calls both within an organization and from the outside world to/from people within the
organization.

Point of Presence (POP). The physical location where the line from a long distance carrier or the server of an Internet Service Provider connects
to the line of the local telecommunications services provider (usually at the local telephone company s central office).

Point-to-Multipoint (PMP). Refers to the use of microwave technology to link the telecommunications services provider s point-of-presence with
a number of remote customer locations.

Point-to-Point (PP). Refers to the use of microwave technology to link the telecommunications services provider s point-of-presence directly
with one single customer location.

Public Switched Telephone Network (PSTN). A traditional landline network for voice telephony.
SME. Refers to small and medium-sized enterprises.
SoHo. Refers to small office/home office.

Synchronous Digital Hierarchy (SDH). The international standard for synchronous data transmission over fiber optic cables. The North
American equivalent of SDH in SONET.

Tier 1 Provider. A Tier 1 provider is a network operator of an IP network which connects to the entire Internet solely via Settlement Free
Interconnection, commonly known as peering . Tier 1 providers have service level agreements which include 99.9% uptime guarantees,
impressive security, continuous and clean power and protection from fire, earthquakes and other disasters.

Transit Services. An interconnection service whereby a carrier provides transportation services for information (voice, data and video) by linking
two networks that are not directly interconnected.

Universal Mobile Telecommunications System (UMTS). A third generation (3G) wireless system designed to provide a wide range of voice, high
speed data and multimedia services.

Unbundling. The granting of unbundled access to the local loop so that the third party operators requesting access to the local loop are not
required to purchase interconnection services from the incumbent operator; also referred to as local loop unbundling . See the definition of
Unbundled Network Elements

Unbundled Network Elements (UNEs). The discrete elements of a telecommunications services provider s network that are sold or leased to
competing telecommunications services providers, which elements may be combined to enable that competitor to provide retail
telecommunications services.

Virtual Local Area Network (VLAN). A network architecture which allows geographically distributed users to communicate as if they were on a
single physical local area network.
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Virtual Private Network (VPN). A private network (often an Intranet) that operates securely within a public network (such as the Internet) by
means of encrypting transmissions. It provides the functions and features of a private network without the need for dedicated private lines
(leased lines) between an end-user organization s different sites. Each site of the end-user organization is connected to the network provider s
network rather than directly to the end-user s other sites.

Voice over Internet Protocol (VolP). The transmission of voice using Internet-based technology over a broadband connection rather than a
traditional wire and switch-based telephone network.

Wide Area Network (WAN). A geographically dispersed network that is housed in more than one location. Its area is larger than that covered by a
metropolitan area network.

Wireless Local Loop. A wireless connection between the customer s premises and the telephone company s central office.
Wholesale naked DSL. The provision of DSL services on a stand-alone basis without fixed line voice services.

In addition, we have included a list of certain other defined terms used in this Report under the heading Certain Definitions and Presentation of
General Information .

9.
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EXCHANGE RATE INFORMATION

In this Report certain amounts stated in euros, forints and kroner have also been stated in U.S. dollars solely for the informational purposes of
the reader, and should not be construed as a representation that such euro, forint or krone amounts actually represent such U.S. dollar amounts or
could be, or could have been, converted into U.S. dollars at the rate indicated or at any other rate. Unless otherwise stated or the context
otherwise requires, such amounts have been stated at December 31, 2007 exchange rates.

Forint per Euro

The following table sets out, for the periods and dates indicated, the period-end, average, high and low official rates set by the National Bank of
Hungary for forint per 1.00. We make no representation that the forint amounts referred to in this Report could have been or could be converted
into any currency at any particular rate or at all. As of February 28, 2008, the rate was 258.54.

Forint/Euro Exchange Rates
Period-End Average High Low
(amounts in HUF/ 1.00)

Year

2003 262.23 253.51 272.03 234.69
2004 24593 251.68 270.00 243.42
2005 25273 248.05 25593 241.42
2006 25230 264.27 282.69 249.55
2007 253.35 251.31 261.17 244.96

Forint per U.S. Dollar

The following table sets out, for the periods and dates indicated, the period-end, average, high and low official rates set by the National Bank of
Hungary for forint per $1.00. We make no representation that the forint amounts referred to in this Report could have been or could be converted
into any currency at any particular rate or at all. As of February 28, 2008, the rate was 171.16.

Forint/$ Exchange Rates
Period-End Average High Low
(amounts in HUF/$1.00)

Year

2003 207.92 224.44 237.63 206.61
2004 180.29 202.63 217.24 180.19
2005 213.58 199.66 217.54 180.58
2006 191.62 210.51 225.01 191.02
2007 172.61 183.83 199.52 171.13

-10-

Table of Contents 12



Edgar Filing: HUNGARIAN TELEPHONE & CABLE CORP - Form 10-K

Table of Conten
U.S. Dollar per Euro

The following table sets out, for the periods and dates indicated, the period-end, average, high and low official rates set by the National Bank of
Hungary for U.S. dollar per 1.00. We make no representation that the euro amounts referred to in this Report could have been or could be
converted into any currency at any particular rate or at all. As of February 28, 2008, the rate was 1.51.

$/Euro Exchange Rates
Period-End Average High Low
(amounts in HUF/$1.00)
Year
2003 1.26 1.13 126 1.04
2004 1.36 1.24 136 1.18
2005 1.18 1.24 135 1.17
2006 1.32 126 133 1.18
2007 1.47 1.37 149 1.29

-11-
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CAUTIONARY STATEMENTS CONCERNING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements. Statements that are not historical facts are forward-looking statements

made pursuant to the Safe Harbor Provisions of the Private Securities Litigation Reform Act of 1995. These statements are based on our

estimates and assumptions and are subject to risks and uncertainties, which could cause actual results to differ materially from those expressed or
implied in the statements. Words such as believes, anticipates, estimates, expects , intends and similar expressions are intended to identify
forward-looking statements. Forward-looking statements (including oral representations) are only predictions or statements of current plans,

which we review continuously. For all forward-looking statements, we claim the protection of the safe harbor for forward-looking statements

contained in the Private Securities Litigation Reform Act of 1995.

The following important factors, along with those factors discussed elsewhere in this Annual Report on Form 10-K and in our other reports filed
with the Securities and Exchange Commission, could affect future results and could cause those results to differ materially from those expressed
in the forward-looking statements:

Changes in the growth rate of the overall Hungarian, E.U. and Central and Eastern European economies such that inflation, interest
rates, currency exchange rates, business investment and consumer spending are impacted;

Materially adverse changes in economic conditions in Hungary and Central and Eastern Europe;

Changes in the currency exchange markets particularly in the Hungarian forint-euro exchange rate, the Hungarian forint-U.S. dollar
exchange rate and the euro-U.S. dollar exchange rate which could affect our financial statements and our ability to repay our debt;

Our ability to integrate Invitel s and Tele2 Hungary s operations into the Company and to realize anticipated benefits from these
business combinations;

The fulfillment of the closing conditions enabling us to complete the Memorex Acquisition and, if such acquisition is complete, our
ability to integrate Memorex s operations into the Company and to realize the anticipated benefits from the acquisition;

Our ability to effectively manage and otherwise monitor our operations, costs, regulatory compliance and service quality;

Our ability to effectively manage our operating expenses, capital expenses and reduce or refinance our debt;

Our dependence on cash flow from our subsidiaries and certain restrictions on their ability to pay dividends to the parent company;

Regulatory developments; particularly with respect to tariffs, conditions of interconnection and customer access;

The overall effect of competition from mobile service providers, other fixed line telecommunications services providers, cable
television operators, ISPs and others in the markets that we currently compete in and in the markets that we may enter into;

-12-
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Changes in consumer preferences for different telecommunication technologies, including trends toward mobile and cable
substitution;

Our ability to generate growth or profitable growth;

Material changes in available technology and the effects of such changes including product substitutions and deployment costs;

Our ability to retain key employees;

Changes in E.U. laws and regulations, which may require Hungary and other countries to revise their telecommunications laws;

Political changes in Hungary;

The final outcome of certain legal proceedings affecting us;

Our ability to comply with Section 404 of the Sarbanes-Oxley Act of 2002, which requires our management to assess our internal
control systems and disclose whether our internal control systems are effective, and the identification of any material weaknesses in
our internal control over financial reporting;

Changes in our accounting assumptions that regulatory agencies, including the SEC, may require or that result from changes in the
accounting rules or their application, which could result in an impact on our financial results;

The performance of our IT Systems;

Our ability to successfully complete the integration of any businesses or companies that we may acquire into our operations;

Our relationship with our controlling stockholder; and

The factors referred to in the Risk Factors section of this Report (under Item 1A).
You should consider these important factors in evaluating any forward-looking statements in this Annual Report on Form 10-K or otherwise
made by us or on our behalf. We urge you to read the entire Report for a more complete discussion of the factors that could affect our future
performance, the Hungarian and Central and Eastern European telecommunications industry and Hungary in general. In light of these risks,
uncertainties and assumptions, the events described or suggested by the forward-looking statements in this Report may not occur.

Except as required by law or applicable stock exchange rules or regulations, we undertake no obligation to update or revise publicly any
forward-looking statement, whether as a result of new information, future events or otherwise. All subsequent written and oral forward-looking
statements attributable to us or to persons acting on our behalf are expressly qualified in their entirety by the cautionary statements referred to
above and contained elsewhere in this Report.
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PARTI
Item 1. Business.
COMPANY OVERVIEW

Hungarian Telephone and Cable Corp. ( HTCC orthe Registrant ) was incorporated in Delaware in 1992 as a holding company to acquire
concessions from the government of the Republic of Hungary to own and operate local fixed line telecommunications networks in Hungary as
Hungary privatized its telecommunications industry. Today, we are the second largest fixed line telecommunications services provider in
Hungary and the incumbent provider of fixed line telecommunications services to residential and business customers in our 14 historical
concession areas, where we have a dominant market share. We are also the number one alternative fixed line operator outside our historical
concession areas.

Our 14 historical concession areas are geographically clustered and cover an estimated 2.1 million people, representing approximately 21% of
Hungary s population. Outside our historical concession areas, we believe that we are well positioned to continue to grow our revenue and
market share using our owned state-of-the-art backbone network, our experienced sales force and our comprehensive portfolio of services. Our
extensive national fiber network (comprising approximately 10,000 route km of fiber) provides us with nationwide reach, allowing business
customers to be connected directly to our network to access voice, data and Internet services outside our historical concession areas.

In addition to our Hungarian business, we are a provider of wholesale data and capacity services as well as voice transit services throughout
Central and Eastern Europe, where we provide services in 14 countries in the region. Our clients include the incumbent telecommunications
services providers in these countries as well as alternative fixed line telecommunications services providers, mobile operators, cable television
operators and Internet Service Providers. We also provide services to telecommunication services providers from Western Europe and the
United States, enabling them to meet the regional demands of their corporate clients.

We operate in the following four markets:

Mass Market Voice. We provide a full range of basic and value-added voice-related services to our residential and small office and
home office ( SoHo ) customers both inside and outside our historical concession areas. These services include local, national and
international calling, voicemail, fax, ISDN and directory assistance services.

Mass Market Internet. We provide DSL broadband and dial-up Internet services to our Mass Market customers nationwide.

Business. We provide fixed line voice, data and Internet services to business (comprised of small and medium-sized enterprises
( SMEs ) and larger corporations), government and other institutional customers nationwide.

Wholesale. We provide voice, data and network capacity services on a wholesale basis to a number of other telecommunications and
Internet service providers both within Hungary and other countries within Central and Eastern Europe.
We have a diversified revenue and cash flow base, making us less susceptible to market pressures in any particular market. For the fiscal year
ended December 31, 2007, we derived approximately 28% of our revenue from Mass Market Voice, 9% from Mass Market Internet, 33% from
Business and 30% from

-14-
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Wholesale. See Note 19 in Notes to Consolidated Financial Statements for additional financial information on our market segments and our
geographical operations.

As of December 31, 2007, we had approximately 405,000 telephone lines connected to our networks within our 14 historical concession areas

serving Mass Market customers and we had approximately 754,000 Mass Market Voice customers outside our historical concession areas

primarily using either Carrier Pre-Selection ( CPS ) or Carrier Selection ( CS ) based voice services with a limited number of customers connecting
through Local Loop Unbundling ( LLU ).

As of December 31, 2007, we had approximately 122,000 Mass Market broadband DSL customers, of which approximately 97,000 were
connected directly to our networks within our historical concession areas and 25,000 were outside our historical concession areas and serviced
principally by our purchasing wholesale DSL services from the incumbent local telephone operator (primarily T-Com. T-Com is the brand name
under which Magyar Telekom Plc. operates its fixed line telecommunications business in Hungary).

As of December 31, 2007, in the Business market we had approximately 47,000 voice telephone lines within our historical concessions areas and
approximately 71,000 voice telephone lines outside our historical concession areas (including approximately 13,000 serviced through CPS and a
limited number of customers connected through LLU). As of December 31, 2007, we had approximately 16,000 DSL connections and
approximately 12,000 leased lines.

In the Wholesale market, we had over 300 customers as of December 31, 2007, which customers include telecommunication services providers
from Western Europe and the United States, incumbent telecommunications services providers, alternative fixed line telecommunications
services providers, mobile operators, cable television operators, Internet Service Providers, and governments.

Our current business is a result of the recent combination of Invitel with our existing business. On April 27, 2007, we acquired Invitel for a total
consideration, including the assumption of net indebtedness on closing, of 470 million (approximately $639 million at closing). Invitel was the
second largest fixed line telecommunications services provider in Hungary and the incumbent provider of fixed line telecommunications

services in nine historical concession areas while we were the third largest fixed line telecommunications services provider in Hungary and the
incumbent provider of fixed line telecommunications services in five historical concession areas. We are now better able to compete against
T-Com, the former national monopoly, which is the largest fixed line telecommunications services provider in Hungary. We believe that we will
realize approximately 17 million (approximately $25.7 million at current exchange rates) in annualized operating expense synergies as a result of
the Invitel Acquisition by the end of 2008. This exceeds our original estimate of 14 million (approximately $21.1 million at current exchange
rates) that we estimated when we announced that we had agreed to purchase Invitel in January 2007.

We were providing and marketing services in Hungary through our Hungarian subsidiaries Hungarotel, PanTel and PanTel Technocom and
internationally through PanTel, while Invitel was providing and marketing services in Hungary through Invitel and Euroweb Hungary and
internationally through Invitel. Invitel was also providing and marketing Internet and data services to business customers in Romania through its
Romanian subsidiary, Euroweb Romania. Following the Invitel Acquisition, we decided to market all of our products and services under a single
unified brand name Invitel (except in Romania, where we maintain the Euroweb brand). At the end of 2007, we merged some of our operating
subsidiaries (including Hungarotel, Euroweb Hungary and PanTel) into Invitel in order to realize additional synergies.

On October 18, 2007 we purchased the Hungarian business of Tele2, the Swedish-based alternative telecom operator by purchasing the entire
equity interests in Tele2 s Hungarian subsidiary

-15-

Table of Contents 18



Edgar Filing: HUNGARIAN TELEPHONE & CABLE CORP - Form 10-K

Table of Conten

( Tele2 Hungary ) for 4 million in cash (approximately $5.7 million at closing). Tele2 Hungary (renamed Invitel Telecom Kft.) provides Carrier
Selection and Carrier Pre-Selection fixed line telecommunications services to the Mass Market as a reseller using the network facilities of other
operators pursuant to regulated resale agreements.

We had $385 million in total revenue in 2007. Including Invitel s and Tele2 Hungary s full year 2007 revenue (including pre-closing revenue), we
had $505 million in pro-forma total revenue in 2007.

On December 20, 2007, we entered into an agreement to purchase 95.7% of the outstanding equity in Austrian-based Memorex. The purchase
price for Memorex is  30.3 million (approximately $45.8 million at current exchange rates) for the 95.7% equity interest plus the assumption of
Memorex s debt. We intend to refinance a significant portion of Memorex s debt at closing. We intend to fund the Memorex Acquisition and the
refinancing of the assumed Memorex debt with a subordinated bridge loan facility, which we expect to replace in due course with longer term
financing. We also intend to buy out the remaining minority shareholders in Memorex. We expect the Memorex Acquisition to be completed by
the end of the first quarter 2008.

Memorex is one of the leading alternative telecommunications providers in the Central and Eastern European region. Memorex provides
wholesale data and capacity services to leading global telecommunications providers and Internet companies between 14 countries in the region
including Austria, Bulgaria, the Czech Republic, Italy, Romania, Slovakia, Turkey, and Ukraine. Memorex operates over 12,500 route km of
fiber optic cable in the region which enables it to provide high quality wholesale services to large international carriers. Memorex has invested
approximately 54 million (approximately $81.5 million at current exchange rates) in its network over the last two years. The Memorex
Acquisition will further develop our position in the Wholesale market in the region. Following the acquisition of Memorex, we will be the
leading provider of wholesale data and capacity services in the Central and Eastern European market. In addition, we expect to benefit from cost
synergies with expected annual operating cost savings of 3 million (approximately $4.5 million at current exchange rates) and capital
expenditure synergies of approximately 2.4 million (approximately $3.6 million at current exchange rates) during the first two years.

Our goal is to provide customers with good value telecommunications services coupled with exceptional service and to be a cost efficient
telecommunications services provider. Our primary risk is our ability to retain existing customers and attract new customers in a competitive
market. Our success depends upon our operating and marketing strategies, as well as market demand for our telecommunications services within
Hungary and the Central and Eastern Europe region.

Our directors and officers own approximately 6% of our outstanding Common Stock. TDC A/S, a Danish company formerly known as Tele
Danmark A/S (together with its affiliates, TDC ), owns approximately 64% of our outstanding Common Stock. The remaining approximately
30% of our outstanding Common Stock is held in the public markets. Our Common Stock is traded on the American Stock Exchange under the
symbol HTC.

Our principal office in Hungary is located at Puskas Tivadar u. 8-10 u. 8§ 10, H-2040 Budaors; telephone (361) 801-1500. Our United States
office is located at 1201 Third Avenue, Suite 3400, Seattle, Washington 98101-3034; telephone (206) 654-0204. Our web site address is
http://www.htcc.hu and it contains a link to our filings with the U.S. Securities and Exchange Commission (the SEC ).

On the following pages, you will find: (i) a map showing Hungary s location within Europe; (ii) a diagram showing our historical concessions
areas in Hungary, along with our Hungarian telecommunications backbone network; (iii) a diagram showing our international wholesale
network; and (iv) a diagram showing our expected corporate structure following the Memorex Acquisition.
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COMPANY HISTORY

We acquired the right to operate fixed line telecommunications networks in five historical concession areas from the Hungarian government and
purchased the existing telecommunications infrastructure, including 61,400 telephone lines, from T-Com in 1995 and 1996. The acquired
telecommunications infrastructure was somewhat antiquated (manual exchanges and analog lines). We overhauled the existing infrastructure
with a major capital expenditures program. The results of this investment are expanded and modern telecommunications networks in these five
historical concession areas deploying Siemens and Ericsson technology. We were able to provide connections to our customers who had waited
years (in some cases, for over 20 years) for telephone service and offer modern telecommunications services beyond traditional voice services to
all of our customers. We now own and operate all public telephone exchanges and local loop telecommunications network facilities in these five
historical concession areas and were, until the expiration of our exclusivity rights in 2002, the sole provider of non-cellular local voice telephone
services in such areas. Until recently, we operated and marketed this business through our Hungarian subsidiary Hungarotel, which was merged
into Invitel as of January 1, 2008. The five Hungarotel historical concession areas cover a population of approximately 668,000 with
approximately 280,000 residences.

The PanTel Acquisition

We purchased an initial 25% interest in PanTel in November 2004 and acquired the remaining 75% from Royal KPN NV, the Dutch
telecommunications provider ( KPN ), on February 28, 2005. PanTel was Hungary s leading alternative telecommunications provider with a
nationwide fiber optic backbone telecommunications network linking every county in Hungary. PanTel provided voice, data and Internet
services to businesses throughout Hungary in competition with other telecommunications services providers including T-Com. PanTel s
subsidiary, PanTel Technocom, provided telecommunications services to MOL (the Hungarian o0il company) and operated and maintained
various parts of MOL s telecommunications network.

PanTel also used its network capacity to transport voice, data and Internet traffic on a wholesale basis for other telecommunications services
providers and Internet Service Providers in Hungary. PanTel s network also crossed Hungary s borders and, using a combination of owned and
leased capacity, extended PanTel s wholesale services into other countries of the Central and Eastern European region. As of January 1, 2008, we
merged PanTel into Invitel and changed PanTel Technocom s name to Invitel Technocom.

PanTel was founded in 1998 by KPN, MAV Rt. ( MAV , the Hungarian state railroad company) and KFKI Investment Ltd. (a Hungarian entity)
to compete with T-Com, the former State-controlled telecommunications company which had a government-protected monopoly in the
Hungarian domestic and international long distance fixed line voice telecommunications market. Following a tender process, the Hungarian
government awarded PanTel licenses to provide data transmission and other services that were not subject to T-Com s government-protected
monopoly rights for long distance voice services. In 1999, PanTel began building, along MAV s railroad rights-of-way, what is now a 3,700 km
long state-of-the-art fiber optic backbone telecommunications network. PanTel also built metropolitan area networks, including a metropolitan
area network covering Budapest, which connect to PanTel s backbone network. PanTel also acquired a license for the 3.5 GHz wireless
frequency block.

Until 2002, PanTel was only allowed to offer data and Voice over IP services in Hungary. When the Hungarian government ended T-Com s
monopoly rights for long distance voice services, PanTel was able to compete with T-Com and offer all modern telecommunications services
including traditional voice services.
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The Invitel Acquisition
In 2007 we combined our operations with Invitel following the Invitel Acquisition on April 27, 2007.

Invitel began its operations in Hungary in 1994. Invitel initially owned and operated two Hungarian telecommunication companies which had
the right to operate in four historical concession areas in the Csongrad and Pest counties. In 1996 and 1997, Invitel developed its network
infrastructure within those areas and in 1998 established a joint venture for the provision of data services in and out of its historical concession
areas, especially in Budapest. In 1999, Invitel acquired J4sztel ZRt., a regional telephone operating company operating in the Jaszberény
historical concession area (east of Budapest). In the same year, Invitel also acquired Corvin Telecom Tavkozlesi ZRt., an optical network
operator specializing in data transmission which allowed Invitel to further the development of its Budapest joint venture. In 2000, Invitel
acquired four additional historical concession areas (Dunadjvéros, Esztergom, Veszprém and Szigetszentmiklds) through the acquisition of
United Telecom International B.V. from Alcatel of France.

In 2000 and 2001, Invitel developed its national telecommunications backbone network to connect major centers outside the Invitel historical
concession areas as well as metropolitan area networks, particularly in Budapest. In 2001, Invitel was granted one of five national 3.5 GHz
licences over which it has deployed a point-to-multipoint microwave network. In the same year, Invitel also began its Internet access activity
nationwide.

Utilizing its Hungarian national backbone and its metropolitan networks, Invitel provided wholesale domestic and international voice and data
transit services to Hungarian and international telecommunications services providers. Invitel was among the first telecom operators to provide
services in and out of Serbia, both in terms of data capacity and voice traffic. Invitel also generated significant revenue leasing its fiber backbone
towards Romania.

On May 23, 2006, Invitel acquired Euroweb International Corporation s two, Internet and telecom related operating subsidiaries, Euroweb
Hungary and Euroweb Romania. Euroweb provided Internet access and additional value-added services including international/national leased
line and voice services primarily to Business customers.

The Tele2 Hungary Acquisition

On October 18, 2007 we purchased the Hungarian business of Tele2, the Swedish-based alternative telecom operator by purchasing the entire
equity interests in Tele2 s Hungarian subsidiary ( Tele2 Hungary ) for EUR 4 million in cash (approximately $5.7 million at closing). Tele2
Hungary provides Carrier Selection and Carrier Pre-Selection fixed line telecommunications services to the Mass Market as a reseller using the
network facilities of other operators pursuant to regulated resale agreements. At closing Tele2 Hungary (since renamed Invitel Telecom Kft.)
had approximately 460,000 active Mass Market customers.

The Memorex Acquisition

On December 20, 2007, we entered into an agreement to purchase 95.7% of the outstanding equity in Austrian-based Memorex. We expect to
complete the Memorex Acquisition by the end of the first quarter 2008. Memorex is one of the leading alternative telecommunications providers
in the Central and Eastern European region. Memorex provides wholesale data and capacity services to leading global telecommunications
providers and Internet companies between 14 countries in the region including Austria, Bulgaria, the Czech Republic, Italy, Romania, Slovakia,
Turkey, and Ukraine. Memorex

-22-

Table of Contents 25



Edgar Filing: HUNGARIAN TELEPHONE & CABLE CORP - Form 10-K

Table of Conten

operates over 12,500 route km of fiber optic cable in the region which enables it to provide high quality wholesale services to large international
carriers.
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COMPETITIVE STRENGTHS
The Invitel Acquisition has enhanced our competitive position and diversifies our revenue base within Hungary.

The Invitel Acquisition significantly strengthened our position, making us the second largest fixed line telecommunications services provider
and the clear number one alternative fixed line operator in Hungary. The Invitel Acquisition provided us with a larger customer base, a more
extensive owned backbone network and enabled us to benefit from our combined 14 geographically clustered historical concession areas. The
Invitel Acquisition also provides us with a more substantial platform from which to take advantage of key potential service development
opportunities and any further market consolidation. Following the Invitel Acquisition, we are benefiting from a greater diversity in our sources
of revenue, which makes us less susceptible to market pressures in any single market segment.

We have a strong cash generative incumbent business.

We are the incumbent provider of fixed line telecommunications services with a dominant market share in 14 historical concession areas. Our
historical concession areas cover a population of 2.1 million, representing 21% of Hungary s population. We have been able to maintain our
leading position in our historical concession areas as a result of our incumbent status, high quality network, targeted service offerings and strong
customer relationships. Our incumbent status, combined with our lower capital expenditure requirements and our higher gross margins in our
historical concession areas, provides us with a strong source of cash flow.

We are the dominant alternative fixed line telecommunications services provider outside our historical concession areas.

The Invitel Acquisition greatly enhanced our position as the number one alternative fixed line operator in Hungary outside our historical
concession areas. We believe that we are well positioned to continue to grow our revenue and market share outside our historical concession
areas through our extensive modern owned backbone network, our experienced sales force and our comprehensive portfolio of services. Our
combined backbone network provides us with nationwide coverage, allowing us to directly connect a higher proportion of our Business
customers. In addition, our management has a proven ability to grow revenue and customer base in each of the Business, Mass Market Voice,
Mass Market Internet and Wholesale markets, outside our historical concession areas.

The Memorex Acquisition will make us the leading wholesale provider in the Central and Eastern European Region.

We expect to complete the Memorex Acquisition by the end of the first quarter 2008. The Memorex Acquisition will add approximately 12,500
route km of fiber optical cable in the Central and Eastern European region to our existing international 6,000 route km of fiber in the region. We
will become the leading provider of wholesale data and capacity services in the region with a blue-chip clientele of telecommunications, cable
and Internet companies in a growing market. Our network will cover the entire Central and Eastern European market with a particularly strong
presence in Turkey. Our network will also include hard-to-reach countries like Macedonia, Albania and Moldova. This will enable us to provide
one-stop solutions to our customer base.

We have an extensive and high quality network infrastructure in Hungary, which was enhanced through the Invitel Acquisition.
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Our backbone network has nationwide reach, provides a high quality of service and does not require major capital investments. Our national
backbone network now comprises over 8,000 route km of fiber. As of December 31, 2007, we have made total investments in property, plant
and equipment of over $900 million, as represented by the gross value of land and buildings, telecommunication and other equipment and
construction in progress. Our backbone network connects our historical concession areas and all of Hungary s urban centers and is
DWDM-enabled on all major routes. We also operate a national SDH backbone, a scalable IP/MPLS core network, and modern ATM, IP and
Ethernet based DSL networks. In our historical concession areas, we benefit from an extensive network in terms of both capability and reach,
with the capability to provide DSL services on substantially all of our lines and to provide our fully integrated voice, data and Internet services
to all of our Business customers in those areas. Outside our historical concession areas our Business customers can be connected to our
backbone by using owned metropolitan fiber, point-to-point or point-to-multipoint microwave, unbundled local loops or leased lines.

We have an experienced and diversified management team.

We benefit from a strong and experienced management team, which has a significant equity interest in the Company. Management has
substantial mobile and fixed line telecommunications experience as well as general consumer and business market experience, and a proven
track record of cost control and achieving operational efficiency. In addition, management has a proven track record of successfully managing
and improving a financially leveraged business. Martin Lea, the Chief Executive Officer, has more than 25 years of experience in the data
communications and telecommunications industries and has previously held positions as chief executive or managing director of both
telecommunications and network services companies. Robert Bowker, the Chief Financial Officer, formerly served as Chief Financial Officer of
Eurotel Praha and has 13 years of experience in the telecommunications and financial sectors.

-25-

Table of Contents 28



Edgar Filing: HUNGARIAN TELEPHONE & CABLE CORP - Form 10-K

Table of Conten
STRATEGY
Our strategy is based on the following objectives:

Fully integrating the operations of Invitel and maximizing the potential synergies from Invitel and from the anticipated Memorex
Acquisition.

We intend to continue to maximize the synergy benefits resulting from the Invitel Acquisition. We estimate that we will realize approximately

17 million (approximately $25.7 million at current exchange rates) in annualized operating expense synergies due to the Invitel Acquisition by
the end of 2008. We have begun to, and will continue to, derive significant synergies as a result of integrating Invitel s and our existing
operations, mainly from the reduction of headcount, the elimination of overlapping operations, the integration of IT systems, and the
optimization of the combined networks. Further, we have begun to realize marketing synergies through the integration of the Invitel, Hungarotel
and PanTel businesses under one unified brand Invitel. We are also beginning to realize capital expenditure synergies as a result of the reduction
of duplicate investments and the greater purchasing power of a larger company. Our expanded network due to the Invitel acquisition will also
reduce our need to purchase network capacity from third party network operators.

We expect to complete the Memorex Acquisition by the end of the first quarter 2008. Following the acquisition of Memorex, we will be the
leading provider of wholesale data and capacity services in the Central and Eastern European market with a strong presence in Turkey. In
addition, because of our existing presence in the Wholesale market in the region, we intend to benefit from cost synergies, with expected annual
ongoing operating cost savings of 3 million (approximately $4.5 million at current exchange rates) and capital expenditure synergies of
approximately 2.4 million (approximately $3.6 million at current exchange rates) within the first two years.

Maximizing voice revenue and cash flow in our historical concession areas.

We intend to maximize the revenue and cash flow derived from the provision of voice services within our historical concession areas through the
continued migration of customers from traffic-based to subscription-based packages with higher monthly fees and lower usage charges, the
ongoing introduction of targeted, innovative and flexible service offerings and by continuously improving our customer service. In addition, we
have focused on, and will continue focusing on, formulating effective strategies to retain customers and defend against churn in our historical
concession areas resulting from competition from operators using Carrier Selection and Carrier Pre-selection, as well as from cable operators.
Examples of these strategies include:

pricing our service offerings to limit the incentive to switch to a competitor;

offering new commercial packages with a higher monthly fee but with local and off-peak calls included in the base subscription or
with low call charges in all directions or various combinations of bundled minutes;

launching win-back activities aimed at Carrier Pre-Selection, Carrier Selection and cable users with new promotional offers;

establishing and developing loyalty programs, which will offer exclusive benefits to our customers;
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offering attractive bundled packages (voice and Internet) to counter bundled service offerings by cable operators; and

conducting programs to proactively migrate existing customers to more attractive packages via our telesales channels in combination
with targeted promotional campaigns.
Capitalizing on growth opportunities for Mass Market DSL services, both in and outside our historical concession areas.

We believe that there is potential for continued growth of DSL services in Hungary due to market growth and the expected eventual convergence
of personal computer and Internet penetration with Western European levels. Furthermore, DSL continues to maintain a higher market share
than cable for broadband Internet access in Hungary. Broadband Internet usage has grown significantly in Hungary with penetration estimated to
have increased from 0.7% of the households in Hungary as of December 31, 2002 to an estimated 31% as of December 31, 2007. In comparison,
broadband Internet penetration in Western Europe was estimated at approximately 52% of households as of December 31, 2007.

We intend to continue to capitalize on the above trend by continuing to grow our DSL customer base both inside and outside our historical
concession areas. We grew our DSL business faster than the market in 2007. The growth in our DSL customer base is a key business priority as
we believe it will increase line retention and stimulate fixed line revenue growth. For example, we have acquired the majority of our new fixed
line contracts through bundled voice/DSL offerings. We intend to continue to grow our DSL business principally through the following
initiatives:

maintaining a broad mix of distribution channels, including our own shops, our own and outsourced telesales, third party points of
sale, exclusive and non-exclusive agent networks, and customer affinity programs;

quarterly promotions supported by targeted television, radio and billboard advertising campaigns;

offering innovative bundled packages together with progressively increased access speeds;

outside our historical concession areas, taking advantage of more attractive new wholesale offers from T-Com (such as Wholesale
naked DSL); and

reducing the time it takes to implement Internet services at the premises of the customer.
Expanding our Business revenue and market share nationwide.

We will continue to focus on expanding our Business revenue and market share nationwide, capitalizing on our extensive national network
presence and consequent cost advantage. Business customers tend to churn less than Mass Market customers. In addition, as Business customers
can in many instances be connected directly to our network in a cost effective manner, they tend to generate higher margins. We intend to
increase our market share and revenue in the Business market principally through:

acquiring new Business customers in the SME market through attractively priced, easily understood service packages offered
through an effective direct sales operation and complemented by high quality customer service;
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capitalizing on our traditional strength in the high-end corporate market together with our extensive owned network to gradually
grow our base of larger corporate customers;

retaining existing Business customers through effective account management, attractive renewal packages and continuous customer
care enhancement;

taking advantage of local loop unbundling where advantageous to directly connect a higher portion of our Business customers,
thereby improving our price competitiveness and margins; and

cross-selling voice, data and Internet services to our existing Business customers and upgrading our existing data and Internet
Business customers to higher bandwidth services.
Continuing to leverage our modern national and regional backbone network to continue to grow our revenue in the Wholesale market.

We will continue to leverage our modern backbone telecommunications network in the wholesale market in Hungary, selling capacity on our
network to other service providers for the national and international transmission of their voice, data and Internet traffic. We believe that our
ability to offer bandwidth capacity at competitive prices provides us with a competitive edge in the Wholesale market.

Internationally, we will continue to use our network to provide a bridge between Eastern and Western Europe, providing transport services in
and out of Hungary and 13 other countries. With the Memorex Acquisition anticipated to be completed by the end of the first quarter 2008, we
expect to be well positioned to capitalize on the growth in the demand for bandwidth and telecommunications services in the region. Following
the acquisition of Memorex, we will be the leading provider of wholesale data and capacity services in the Central and Eastern European market.
We plan to focus on securing long-term contracts with our customers. Wholesale data and capacity services currently provide higher margins
than voice transit services.

Continuing to identify and evaluate further opportunities for consolidation.

We believe that we are well positioned to participate in any further consolidation of the Hungarian telecommunications sector as a result of our
market position as the number one alternative fixed line operator in Hungary, our significant understanding of the competitive environment in
Hungary, both as an incumbent and as an alternative operator, and our solid track record of improving efficiency, achieving operating cost
savings and realizing synergies from bolt-on acquisitions.
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DIRECTORS AND EXECUTIVE OFFICERS

The members of our current Board of Directors include: Jesper Theill Eriksen (Chairman), a Senior Executive Vice President and Chief of Staff
with TDC; Ole Steen Andersen, a recently retired member of the Executive Committee and Chief Financial Officer of Danfoss A/S, a Danish
company; Robert R. Dogonowski, a director in TDC s Group Strategy department; Peter Feiner, the managing director of Spar Hungary, which
operates supermarkets and hypermarkets throughout Hungary; Jens Due Olsen, who is currently a financial consultant and until the end of 2007
was an Executive Vice-President and the Chief Financial Officer of GN Store Nord A/S, a Danish company; Carsten Dyrup Revsbech
(Vice-Chairman), a Senior Vice-President and the Chief Financial Officer of TDC s Mobile Nordic group; and Henrik Scheinemann, a
Vice-President in TDC s Mergers & Acquisition department. Our executive officers are Martin Lea, President and Chief Executive Officer;
Robert Bowker, Chief Financial Officer; and Peter T. Noone, General Counsel and Secretary. Messrs. Lea, Bowker and Noone comprise the
Executive Committee of management.
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STOCKHOLDERS
Our officers and directors own approximately 6% of our outstanding Common Stock.

Approximately 30% of our outstanding Common Stock is traded in the public markets. Our Common Stock is listed on the American Stock
Exchange (AMEX:HTC).

TDC owns 64% of our outstanding Common Stock.

TDC, based in Copenhagen, Denmark, is the leading provider of communications solutions in Denmark and a strong player in the Nordic
business market. They have developed from a traditional provider of landline and mobile services into a provider of modern telecommunications
solutions. TDC s largest shareholder is Nordic Telephone Company ApS ( NTC ), which owns approximately 88% of the outstanding equity in
TDC. NTC is a Danish entity owned by 5 private equity firms.

At December 31, 2007, TDC had total assets of Danish Kroner 79.5 billion (approximately $15.7 billion) and shareholders equity of Danish
Kroner 10.4 billion (approximately $2.1 billion). For 2007, TDC had net income of Danish Kroner 8.17 billion (approximately $1.6 billion) on
net revenues of Danish Kroner 39.3 billion (approximately $7.8 billion).

As a result of certain agreements that we have entered into with TDC (the TDC Agreements ), we have issued 2,579,588 shares of Common
Stock to TDC. In 2002, TDC purchased 1,285,714 shares of Common Stock from a former stockholder of the Company. In 2004, TDC
purchased an additional 1,383,544 shares of Common Stock and 18,000 shares of the Company s preferred stock convertible into 180,000 shares
of Common Stock that were held by another former stockholder of the Company. In 2005, TDC purchased, from another former stockholder of
the Company, an additional 2,750,936 shares of Common Stock, warrants to purchase 2,500,000 shares of Common Stock at $10 per share,
12,000 shares of the Company s preferred stock convertible into 120,000 shares of Common Stock, and notes issued by the Company in the
principal amount of $25 million. In 2007, TDC exercised the warrants via a cancellation of the notes.

The TDC Agreements provide TDC with certain preemptive rights to purchase, upon the issuance of Common Stock in certain circumstances to
third parties, shares of Common Stock in order to maintain its percentage ownership interest of the outstanding Common Stock. For more
information on TDC, see Notes 9 and 17 in Notes to Consolidated Financial Statements, and see also Item 12 Security Ownership of Certain
Beneficial Owners and Management and Related Stockholder Matters and Item 13 Certain Relationships and Related Transactions, and Director
Independence.
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HUNGARY

Hungary is located in Central Europe bordering on Austria, Slovenia, Croatia, Serbia, Romania, Ukraine and Slovakia. It has approximately
10 million inhabitants, approximately 1.8 million of whom reside in Hungary s capital, Budapest.

For nearly 40 years, Hungary had a one-party government and a centrally planned economy. Democracy was restored and the foundations of a
market economy were built between 1988 and 1990. Free elections were held in 1990. Today, Hungary has a parliamentary democracy with a
single-chamber National Assembly. As a result of a large scale privatization effort, private enterprise has become the basis of the Hungarian
economy.

Since 1990, foreign direct investment into Hungary has been approximately 65 billion. Hungary, Poland and the Czech Republic are the
recipients of more than 50% of the total foreign direct investment into the former Communist countries in the region. Since 1995, the Hungarian
government has embarked on an economic stabilization effort aimed at putting the economy on a sustainable path of low-inflation growth. The
unemployment rate has decreased from 10.3% in 1995 to 7.4% at December 31, 2007.

On May 1, 2004, Hungary joined the E.U., together with nine other countries. Hungary plans to adopt the euro as its currency between 2011 and
2014, although no official deadline has been declared by the government. Hungary joined the North Atlantic Treaty Organization in 1999.
Hungary is also a member of the Organization for Economic Co-operation and Development and the World Trade Organization.

The following table sets out Hungary s annual GDP growth and inflation rates since 2002.

Annual GDP Annual

Growth Rate % Inflation Rate %
2002 3.8 53
2003 34 4.7
2004 5.2 6.8
2005 4.1 3.6
2006 3.9 3.9
2007 1.0 8.5
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HUNGARIAN TELECOMMUNICATIONS INDUSTRY

In 1989, the Hungarian state owned Post, Telegraph and Telephone was divided into three separate companies: the Hungarian Broadcasting
Company, the Hungarian Post Office and Magyar Tavkozlési Vallalat (the former Hungarian Telecommunications Operator which was
privatized in 1992 and is now Magyar Telekom Plc. and operates its fixed line telecommunications business in Hungary under the T-Com brand
name, T-Com ).

As aresult of Act LXXII of 1992 on Telecommunications (the 1992 Telecommunications Act ), the Hungarian government divided Hungary in
1993 into 54 geographically defined concession areas for local public fixed line voice telephony services (each, a historical concession area ).
Although the geographic concession areas set forth by the 1992 Telecommunications Act were repealed by Act XL of 2001 on Communications
(the 2001 Communications Act ), the currently operating telecommunications services providers are still the primary operators in those
geographic areas of Hungary, which previously constituted their historical concession areas as defined by the 1992 Telecommunications Act.

In August 1993, the Ministry of Transport, Telecommunications and Water Management announced an international tender for the right to
provide international and domestic long distance telephony services throughout Hungary and to provide local public fixed line voice telephony
services in 29 out of the 54 historical concession areas, including Budapest. The Ministry selected T-Com as the winner of this tender.

In September 1993, the Ministry announced a second competitive bid for the exclusive right to provide local public fixed line voice telephony
services in the remaining 25 of the 54 historical concession areas. The Ministry awarded 23 out of the 25 concession areas offered in the second
tender. The rights to operate 15 of those historical concession areas were distributed among 12 local telephone operators (each a Local

Telephone Operator or LTO ). T-Com, either directly or through predecessor companies, was awarded eight historical concession areas and was
additionally chosen as the default provider in the two concession areas where there was no successful bidder. Each of the LTOs (including the
Company and its predecessors) received 25-year licenses to provide local basic telephony services with exclusive rights in their respective
historical concession areas until 2002. Each of the LTOs, other than T-Com, negotiated a separate asset purchase agreement with T-Com to
acquire each historical concession area s existing telephony plant and equipment.

The liberalization of the fixed line telecommunications market in Hungary could only be launched following the expiration of T-Com s exclusive
right to provide international and domestic long distance telephony services in December 2001 and the expiration of each LTO s exclusive
concession rights in their respective historical concession areas in 2002. In connection with Hungary s accession into the E.U., in order to
transpose the E.U. regulatory framework into the Hungarian legal system, the 2004 Communications Act was adopted and restructured the
regulatory authorities responsible for the supervision of the liberalized telecommunications market, with the primary supervisory authority being
the National Communications Authority. See -The Hungarian Regulatory Environment.

Hungarian Fixed Line Telecommunications Industry Today

We are the second largest incumbent fixed line telecommunications operator with 14 of the above mentioned historical concession areas. In
addition to us, the two other incumbent fixed line telecommunications services providers operating in Hungary today are T-Com and Monortel:

T-Com: T-Com is the largest provider of fixed line telecommunications services in Hungary. T-Com is the successor company of the
former monopoly provider of long distance and international telephony services in Hungary, and the provider of local telephony
services in 39
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historical concession areas. T-Com has an estimated 74% national residential market share and an estimated 70% national business
market share. T-Com is listed on both the Budapest Stock Exchange and the New York Stock Exchange (its parent company is
Deutsche Telekom AG, which owns 59.5% of T-Com).

Monortel: Monortel, an affiliate of UPC Kabelcom, provides local telephony services in one historical concession area. Monortel has
an estimated 2% national residential market share and an estimated 1% national business market share.
The Hungarian Telecommunications Markets

Fixed Line Voice

The fixed line telecommunications market in Hungary has been characterized by a slow decline in the number of subscriber lines in recent years.
The penetration of fixed lines has fallen from a peak of approximately 38% in 2000 to approximately 32% as of December 31, 2007 (expressed
as a proportion of the overall population), primarily as a result of the rapid increase in mobile penetration from approximately 10% of the
population in 1998 to over 100% as of December 31, 2007 (and the resultant migration of both residential and Business traffic from fixed to
mobile networks) as well as increased competition from cable operators (offering triple play packages comprised of television, Internet and
voice services). The fixed line penetration per household as of December 31, 2007 was approximately 65%. However, in terms of subscribers,
the contraction of the fixed line market has slowed as the mobile penetration growth has also slowed and broadband penetration has increased.
The number of fixed lines decreased by 3% from the end of 2006 to the end of 2007 while the increase in the mobile penetration rate was 7.8%
from the end of 2006 to the end of 2007.

Internet

The most significant Internet service providers in Hungary in addition to us are T-Online (part of T-Com), GTS-Datanet, and Enternet, each
providing both residential (dial-up and DSL) and Business (DSL and leased line) Internet services. Incumbent fixed line operators also benefit
from the telecommunications traffic generated by dial-up customers and from the DSL wholesale services to reseller Internet Service Providers.
As an alternative to DSL based broadband services, cable television operators (subject to the technical conditions of their networks) make
available broadband Internet access services through cable modems connected to the cable television network. Cable television based broadband
access offers substantially the same speed and quality as the DSL technology, for a price comparable to DSL prices. Both T-Com (through its
cable television operator, T-Kabel) and UPC, the two largest cable operators, offer broadband Internet access services in certain parts of our
historical concession areas. As of the end of 2007, the percentage of the Mass Market broadband Internet access market attributable to DSL was
approximately 58% with the remaining 42% attributable to cable broadband.

Data

The provision of data services has been liberalized in Hungary since 1992, with no regulatory barriers to entering into the market. This factor,
together with Hungary s expected economic growth and central location, attracted significant investment into the data communications sector.
Not only did incumbent fixed line operators expand their existing networks but alternative service providers emerged and established backbone
and access networks, providing both wholesale broadband data transmission and data services (including voice over IP) primarily targeting the
Business market in Budapest and in large business centers of other towns in Hungary. Alternative service providers typically benefit from the
combined use of existing third party incumbent networks and state of the art new networks (typically fiber optical based) and
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agreements with international telecommunications operators. Currently, the most important providers of data transmission services in Hungary
other than us are T-Com and GTS Datanet.

Mobile

Hungary was the first country in Central and Eastern Europe to introduce public mobile telecommunications services. Currently there are three
mobile operators providing mobile voice telephone services in Hungary: T-Mobile (part of T-Com); Pannon GSM (a Telenor affiliate operating
since 1993); and Vodafone (operating since 1999). These mobile operators provide GSM services in both the 900 and 1800 MHz band and,
pursuant to licenses awarded by the government in 2004, 3G (UMTS) services.

The mobile communications market in Hungary is highly competitive and characterized by successive promotional campaigns and price
competition. Historically, mobile telephony, due in part to limited fixed line penetration in the 1980s and early 1990s, increased rapidly in
penetration in Hungary which has led to a mobile penetration rate which is significantly higher than that of fixed lines. As of December 31,
2007, mobile penetration was over 100% as compared with a fixed line penetration rate of 32% (in each case expressed as a proportion of the
population) and as compared with a fixed line household penetration of 65%. Mobile operators have also successfully introduced new tariff
structures for voice (such as pre-payment). The financial success of mobile operators has been further supported by the relatively high prices
which they have been able to charge to fixed line operators for terminating voice calls originated on fixed line networks on their own networks.

Currently, there are no virtual mobile network operators in Hungary and it is unclear at present whether future regulations would require existing
mobile operators to open their networks for this purpose.
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Our most significant fixed line competitor is T-Com, the largest provider of fixed line telecommunications services in Hungary, with its
historical concession areas covering an estimated 77% of Hungary s population. We also compete with Hungarian alternative
telecommunications services providers such as GTS-Datanet, Hungarian cable TV operators and, to a lesser extent, with foreign
telecommunications services providers operating in Hungary such as BT plc.

Mass Market Voice

In the Mass Market Voice market in our historical concession areas, the grounds for competition are mainly quality of service, perceived value
added of bundled product offerings, and price. Outside our historical concession areas, price is the main basis for competition.

In our historical concession areas, our competitors may offer services on a Carrier Selection basis, which requires the subscriber to key in a
prefix before dialing a telephone number, or on a Carrier Pre-Selection basis, which automatically routes all of a subscriber s outgoing calls to a
competitor s network without the need for the use of a prefix. Outside our historical concession areas, we compete with the local incumbent
network operators as well as with other alternative operators. We have focused mainly on providing Carrier Pre-Selection based voice services
outside our historical concession areas, as Carrier Pre-Selection ensures a higher quality and sustainability of revenues than Carrier Selection.

We also compete with mobile network operators. The mobile subscriber base in Hungary has grown very rapidly since the 1990s, partly due to
low pre-existing levels of fixed line penetration. As a result, the mobile penetration rate in Hungary is over 100% of the population (there were
over 10 million active mobile subscriptions according to the National Communications Authority report of December 31, 2007), and the number
of mobile subscriptions is more than three times the number of fixed lines (3.25 million fixed lines according to the National Communications
Authority report of December 31, 2007). Mobile telecommunications services have contributed to the decline of the fixed line subscriber base
and led to fixed-to-mobile churn.

We have seen increased competition from cable operators in the Mass Market Voice market. Under current regulations, cable companies can
cross-finance services (TV, Internet and Voice services) in their product offers, enabling them to aggressively price and market the voice portion
of their product offering. The cable operators unique selling points are their low monthly fees for voice and free calls inside their own network.
However, the Hungarian cable market is very fragmented and impacts our business differently in each of our historical concession areas. The
principle cable operators we compete with in our Mass Market Voice market are UPC and T-Kabel (the cable arm of T-Com), who have
introduced triple play solutions in our historical concession areas.

We also face increased competition from providers of Voice over Internet Protocol (VoIP) services such as Skype. According to the latest survey
data, approximately 7% of residential customers and 11% of business customers in Hungary use VoIP services. We are also marketing a VoIP
service.

Mass Market Internet

We compete in the Internet services market with ISPs throughout Hungary, including T-Online (T-Com s Internet Service Provider) and
GTS-Datanet. Competition in this market is primarily on the basis of price and brand.

In our historical concession areas, we are able to offer DSL services to substantially all of our addressable households, which gives us a very
strong competitive position in these areas. Outside of our
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historical concession areas, we provide DSL based broadband Internet services principally by buying the service on a wholesale basis from the
incumbent operators, primarily T-Com. In some cases, we provide this service through Local Loop Unbundling and we expect the use of this
technology to increase in the future.

We are experiencing competition from cable television network operators, such as UPC, which can utilize their cable networks to provide
broadband Internet services and Voice over IP. Currently, an estimated 55% of Hungarian households subscribe to cable television but this
figure is lower in our historical concession areas where the penetration is estimated to be only 40% to 45%. As many cable television network
operators already offer broadband services, cable broadband may pose a more significant threat in the longer term. In addition, the possibility of
future competition from the development of digital terrestrial television services in Hungary may force cable television operators to shift the
focus of their business to non-television markets such as cable broadband and voice services.

Business

Our main fixed line competitors in the Business market are T-Com and GTS. The basis of competition includes network reach, proximity to
customer premises, price and customer service. Operators who rent networks from the incumbent provider of the area cannot compete as
effectively as those with network presence in the area already. Margin per customer is closely correlated with how much traffic is carried or how
much capacity is provided on the operators own network infrastructure.

We believe that our national network gives us a relatively strong competitive position when selling voice, data and Internet access solutions to
Business customers. In most urban centers, we have a point of presence on our own fiber optic backbone network and, therefore, are able to
connect customers directly to our backbone network using our metropolitan fiber, line of sight microwave, leased lines or, in a growing number
of cases, Local Loop Unbundling.

We also compete with the mobile operators who target business customers, which has led to fixed-to-mobile substitution in the Business voice
market.

Wholesale

Inside our historical concession areas, we currently experience limited competition for Wholesale services because these services are typically
provided by the primary incumbent local telephone operator. Outside our historical concession areas in Hungary, our competition is comprised
primarily of the incumbent operators, mainly T-Com, and other international providers. In the international portion of the Wholesale market, the
Central and Eastern European international wholesale services market is becoming increasingly more competitive as more networks are built by
international carriers, which is increasing the availability of capacity and dark fiber. Our competitors include the incumbent telecommunications
services providers in the various countries as well as the alternative telecommunications services providers such as Memorex (which we have
agreed to acquire), GTS and Interoute. While the incumbent telecommunications services providers generally have stronger national coverage in
their home countries, our position as a complete supplier of wholesale services across the geographic region, along with our focus on speed and
flexibility, gives us a competitive advantage.
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Hungarian Regulatory Framework

The current regulation of telecommunications services in Hungary is based on the 2004 Communications Act, which was effective as of
January 1, 2004 and resulted in far reaching changes within the Hungarian telecommunications sector. The 2004 Communications Act was
enacted to facilitate E.U. harmonization and promote competition. Its provisions address the Internet, universal service obligations, cost
accounting, pricing, Carrier Selection and Carrier Pre-Selection, unbundling and number portability, as well as some specific local issues.

The 2004 Communications Act fundamentally changed the structure of the regulatory authorities responsible for the supervision of the
liberalized telecommunications market by establishing the National Communications Authority (the NHH ) and designating the NHH as the top
supervisory authority in Hungary. The NHH reports to the Minister of Economics and Transport and the Hungarian government.

Unlike the previous laws, the 2004 Communications Act adopted the general principle, accepted throughout the E.U., that the NHH may only
intervene in the telecommunications sector by way of issuing certain ex-ante (forward looking) regulations, if competition in a specific
telecommunications market was, and was likely to remain, ineffective in the absence of a direct regulatory intervention. In addition, pursuant to
the 2004 Communications Act, the right of imposing certain obligations upon telecommunications services providers on the retail market, such
as price caps (except for Universal Service), has also been assigned to the NHH. The 2004 Communications Act vested the NHH with
significant regulatory powers to efficiently regulate the Hungarian telecommunications market.

Market Analysis and Obligations

According to the 2004 Communications Act, the NHH is required to conduct periodic market analyses to determine, in line with conventional
competition law principles, whether a certain market is effectively competitive and, if not, to designate operators with significant market power
( SMP ) and to impose certain ex-ante obligations on them.

The 2004 Communications Act provides a list of obligations out of which at least one must be imposed on operators defined as having SMP by
the NHH. Such obligations refer to:

transparency;

non-discrimination;

accounting separation;

access to specific network facilities; and

cost orientation and price control.
The NHH has completed a market analysis with respect to 17 out of the 18 electronic communication markets as defined in Decree 16/2004
issued by the Ministry of Informatics and Communications. We were found to have SMP in our historical concession areas and, as such, are
subject to certain obligations in the following markets:
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Retail markets:

access to the public telephone network at a fixed location for residential customers;

access to the public telephone network at a fixed location for non-residential customers;

publicly available local and/or national telephone service provided at a fixed location for residential customers;

publicly available international telephone service provided at a fixed location for residential customers;

publicly available local and/or national telephone service provided at a fixed location for non-residential customers; and

publicly available international telephone service provided at a fixed location for non-residential customers.
In respect of the markets regarding access to the public telephone network at a fixed location for residential customers and access to the public
telephone network at a fixed location for non-residential customers, the NHH imposed a price cap upon our services, which seeks to prohibit
unreasonably high price increases. In respect of the markets regarding publicly available local and/or national telephone service provided at a
fixed location for residential customers, publicly available international telephone service provided at a fixed location for residential customers,
publicly available local and/or national telephone service provided at a fixed location for non-residential customers and publicly available
international telephone service provided at a fixed location for non-residential customers, the NHH imposed the obligations of Carrier Selection
and Carrier Pre-selection upon us. The NHH is currently carrying out a new market analysis procedure with respect to the retail fixed line voice
telephony markets (including the Carrier Selection and Carrier Pre-selection market). Based on the draft resolution published by the NHH in
December 2007, we do not expect that there will be any changes in the current obligations imposed upon us with respect to our Carrier Selection
and Carrier Pre-selection business.

Wholesale markets:

call origination on the public telephone network provided at a fixed location;

call termination on individual public telephone networks provided at a fixed location;

wholesale unbundled access to metallic loops and sub-loops for the purpose of providing broadband and voice services; and

wholesale broadband access.
In respect of the markets regarding call origination on the public telephone network provided at a fixed location and call termination on
individual public telephone networks provided at a fixed location, the obligations imposed by the NHH upon us include transparency, along with
the submission to the NHH and publication of reference interconnection offers, cost orientation, and access and interconnection related
obligations.

In respect of the markets regarding call origination on the public telephone network provided at a fixed location, call termination on individual
public telephone networks provided at a fixed location,
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wholesale unbundled access to metallic loops and sub-loops for the purpose of providing broadband and voice services and wholesale broadband
access, the NHH imposed upon us the obligation to implement accounting separation in order to enable the assessment of cross-financing
between service lines.

In respect of the market regarding call termination on individual public telephone networks provided at a fixed location, the obligations imposed
by the NHH upon us include transparency and equal treatment.

In respect of the markets regarding wholesale unbundled access to metallic loops and sub-loops for the purpose of providing broadband and
voice services and wholesale broadband access, the remedies imposed upon us include transparency (requiring us to prepare and publish to the
NHH a RUQO), cost orientation, and access and interconnection related obligations.

Regulatory Obligations Imposed on the Company by the NHH as a Result of the Market Analysis
Reference Interconnection Offer

The terms of our Reference Interconnection Offer ( RIO ) are used when a telecommunications operator wants to interconnect with our telephone
network in order to provide domestic and international long distance service to our subscribers through Carrier Selection or Carrier

Pre-selection, or to terminate calls on our network. In respect of the interconnection services not offered in the RIO, the parties may agree on

terms other than those defined in the RIO.

Tariffs of interconnection traffic services (origination and termination) offered in the RIO are required to be based on cost plus a reasonable
profit. The cost must be calculated by a Long Run Incremental Costing ( LRIC ) model with a current cost accounting approach. The reasonable
profit is defined by a weighted average cost of capital figure of which the regulated percentage has been 18.5% since 2005. The cost calculation
must be approved by the NHH with the NHH having the right to overrule it if it finds that the calculation does not reflect the costs of an efficient
operator. In this case the NHH may define the appropriate interconnection tariffs by benchmarking or using a bottom-up cost model.

Auxiliary services (such as interconnect link and co-location) offered in the RIO are also required to be based on cost plus a reasonable profit
(based on a bottom-up cost model).

The obligation to prepare a RIO was introduced in 2001 by the 2001 Communication Act. Since then operators having SMP have been required
to regularly prepare and submit a RIO to the regulatory authority. The 2004 Communications Act has amended the corresponding regulation and
vested the right of imposition of a RIO obligation in the NHH provided that the obligations imposed are based on a market analysis conducted
by the NHH.

Regarding the current RIO submissions, in its related market analysis notification the NHH has declared that it would accept our offered
interconnection tariffs without further investigation provided they are not higher than T-Com s corresponding tariffs in force plus 40%.

We accepted this solution in May 2006 and the NHH approved our RIOs with retroactive effect as of September 2005.
Accounting Separation

Under the 2004 Communications Act, the right to impose accounting separation has been vested in the NHH provided that the obligations
imposed are based on a market analysis conducted by the NHH.
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Pursuant to certain resolutions adopted by the NHH since May 2005, the NHH required us to implement accounting separation on several
wholesale markets regarding call origination, call termination, wholesale unbundled access and wholesale broadband access. As specified by the
NHH, we were required to prepare separate income statements, balance sheets and profitability calculations for both our retail and wholesale
arms, and within the retail arm for certain retail services. Under the accounting separation obligation, our revenues must be allocated directly,
while capital expenditures and operating expenditures are required to be allocated by using a fully distributed cost model based on both
historical cost accounting and current cost accounting. Service transfers between the different business lines are required to be settled at the
regulated price.

In 2007, the NHH approved our accounting separation models. The NHH is currently evaluating the results and implications of the models and
may use the information resulting from such evaluation to refine its regulatory approach towards us.

Reference Unbundling Offer and Wholesale Bitstream-Access General Terms and Conditions

The terms of our Reference Unbundling Offer ( RUO ) are used when another operator wants to rent the last mile of the network which connects
the subscribers to the telephone network (Local Loop Unbundling ( LLU )). By renting the last mile of the network, alternative operators are able
to provide telephone and broadband Internet access services without the need for significant investment into an access network. In addition, by
using RUO services, alternative operators may develop complete telephone packages which subscribers are able to pay for through a single bill
issued by the alternative operators. In this case the incumbent operator does not have a direct contract with the subscriber.

The RUO is required to include contractual terms for full and partial unbundling of the local loop and local bitstream access. The content of the
RUO is required to be approved by the NHH.

The tariff of access services offered in the RUO is required to be based on cost plus a reasonable profit. The cost of the monthly fee of the LLU
is required to be calculated using the fully distributed cost model with a historical cost accounting approach. A reasonable profit is defined by a
weighted average cost of capital figure, the regulated measure of which has been 18.5%. The cost calculation is required to be approved by the
NHH, with the NHH having the right to overrule the results if the cost calculation applied by the operator does not comply with the related
regulations. In such a case the NHH may define the appropriate access prices.

Auxiliary services offered in the RUQ are also required to be based on cost plus a reasonable profit (based on a bottom-up cost model).

Similar to the RIO, the obligation to prepare a RUO was introduced in 2001 by the 2001 Communications Act. The 2004 Communications Act
has amended the corresponding regulation and vested the right of imposition of a RUO obligation in the NHH provided that the obligations
imposed are based on a market analysis conducted by the NHH.

In September 2005, the NHH determined that we had SMP on the wholesale unbundled access and wholesale broadband access markets and
imposed the obligation of transparency, which required us to prepare and publish RUOs. In 2006, the NHH approved our RUOs with substantial
amendments, requiring us to decrease the fees indicated in our RUOs.

In the market for wholesale broadband access, the NHH has also imposed on us the obligation of non-discrimination, pricing regulation and
transparency. In order to comply with this obligation, we must apply equivalent conditions to other undertakings with relation to the provision of
wholesale broadband services as it applies for our own retail services, or those of our subsidiaries or partners. Furthermore, we
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must provide national bitstream access, meaning that we must offer at least one access point through which all DSL subscribers of the alternative
operators can be served. The tariff of single bitstream service is calculated by a retail minus method whereby the NHH defines the applicable
retail margin, whereas we calculate our average retail prices. The current tariffs were set by the NHH based on market data for the first half of
2007. The wholesale tariffs are recalculated twice a year and, therefore, closely follow the retail price trends. The terms and conditions of
contracts for the provision of local and single point bitstream access must be disclosed on our website in the form of a wholesale
bitstream-access general terms and conditions.

Retail Price Regulation

In February 2005, the NHH designated us as having SMP on the retail markets for access to the public telephone network at a fixed location,

local and/or national calls and international calls. In the retail markets for calls, the NHH has not imposed obligations other than Carrier

Selection and Carrier Pre-Selection. In the retail markets for access, the NHH imposed price caps on us (which applied until December 31,

2005), because, according to the NHH, in the absence of competition only a safeguard cap over the subscription fee can avoid excessive price
increases. The permitted price increase in 2005 was the historical consumer price index 0%, which prohibited us from increasing our subscription
fees over the rate of inflation. The historical consumer price index 0% price cap applied to the basket of all residential and all business packages.
At the end of 2007, the NHH performed a new market analysis and re-designated us as having SMP again. As a result, the NHH imposed the
same price cap with retroactive effect from October 1, 2007.

Call-by-Call Carrier Selection and Carrier Pre-Selection

According to the 2004 Communications Act, operators having SMP on any market related to the access and the usage of fixed line networks
must make Carrier Selection available for all calls through Carrier Selection or Carrier Pre-selection. The obligation of Carrier Selection enables
telephone operators to offer retail call services (but not access services) to subscribers other than their own. According to the 2004
Communications Act, the opportunity to use Carrier Selection service may not be excluded from any subscriber even if a subscriber was to
accept such a restriction.

Operators are required to enable their subscribers to originate calls to any national, international, mobile or dial-up service numbers by
call-by-call Carrier Selection.

In the case of Carrier Pre-Selection, subscribers have three call options where the call is made through the selected alternative operator:
(1) international calls; (ii) all national calls, including long distance calls, local calls and calls to mobile networks; or (iii) options (i) and
(ii) together. Carrier Pr