Report on Activities 2010



Telefonija

Corporate Social Responsibility

CONTENT:

INTRODUCTORY NOTE. ...ttt et e et e e e e e e e en

ABOUT
TEL ERONITA e e e e e ERROR!
BOOKMARK NOT DEFINED.

CSR
CONCEPT.. RN =1 »{ 2{® | 3
BOOKMARK NOT DEFINED

DEVELOPMENT.. P = o
OR! BOOKMARK NOT DEFINED

SIGNIFICANCE... Y =1
ROR! BOOKI\/IARK NOT DEFINED

RELATIONSHIP WITH
EMPLOYEES. ... e ERROR! BOOKMARK NOT
DEFINED.

TRAININGS. .. e e e e e e ER

ROR! BOOKMARK NOT DEFINED.

OCCUPATIONAL HEALTH AND

SAFETY ERROR! BOOKMARK NOT DEFINED.
AIDTO
EMPLOYEES.. PPN = { »{® 24!

BOOKMARK NOT DEFI NED

NEW YEAR'S
CELEBRATION. ..ot e ERROR!
BOOKMARK NOT DEFINED.

INTERNAL
COMMUNICATION. .. e ERRORI!
BOOKMARK NOT DEFINED.

ENVIRONMENTAL RELATIONS. ..ottt e et e e e e e e e 11

ENVIRONMENTAL PROTECTION POLICY ... 12




=— Telefonija

Thisyear, asin previous year s, we continue the tradition of reporting about activities on
cor por ate social responsibility of The Business System " Telefonija" ad Belgrade.

Taking into account the fact that the concept of corporate social responsibility emerged
as a consequence of the need of harmonizing economic growth and profit business
organization with responsibility for people, environment and society in general, we are
proud to continue in this manner and about the same report. Corporate social
responsibility is recognized as the basis for sustainable management and achieving
competitive advantage in the modern business.

The contents of this report is intended not only to legal entities which carry out social
responsibility, but also those companies that pursue a more extensive business and
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achieving better business results, and as the main goal must be to recognize efforts to
protect the natural environment, a modest expenditure of natural resources and
improvement of community . These goals are possible and achievable only if we all
participate in efforts to make the world as a truly better planet. Individual aspirations
without any support and similar investments of other companies simply are not enough.
Joint venture and collective efforts in implementing corporate social responsibility
contribute to the development of society as a whole.

In the year of deepening recession and the difficult business when, in addition to just
survive in the market, the main goal is to preserve the economy and, in some ways, a
return to normal, we are trying to leave last years crisis behind us with no neglecting
our s obligations to social responsibility with the pretext of crisis and reduce costs. This
report just confirmsthose of our efforts.



It is a huge success to exist and survive for over 55 years in telecommunications and IT
technology, the field that is constantly changing and devel oping!

Telefonija was established on December 18, 1954, by a group of ambitious people with a
vision. Their example of positive thinking and constant investment in innovative solutions
was followed by entire generations of Telefonija employees. By investing in and applying the
latest technological solutions, we have succeeded in positioning ourselves as the leading
system integrator in the field of ICT and creating a distinguished brand and a successful
modern company.

Telefonija's aspiration and motto, ‘Always Be the First’, proved to be both an excellent
strategy and goal as well. And it has aways been the First ...

* Telefonija was among the first to venture into the ownership transformation, and it is now a
privately held Joint Stock Company.

* Telefonija was among the first in its field to combine the following certificates: Quality
Management System 1SO 9001: 2008, Environmental Management System 1SO 14001:2004,
and Occupational Health and Safety Management System OHSAS 18001:2007.

« Telefonijawas the first to establish the internet connection between the University of
Belgrade and the global computer network on February 26, 1996, thus paving the way for the
internet access in our region.

» Telefonijawas among the first to implement Microsoft ERP solution ‘Navision’, which
automated, standardized, and accelerated many business processes and established control
over business operations on all levels.



Vision
Our Vision isto become the leading system integrator in the field of ICT in the region, as well
as one of the three leading gas distributors in Serbia, to continue our success on the existing

market, but also enter new markets offering high-quality services and advanced technological
solutions.

Mission
Our missionis:

0 To provide our clients with the highest level of services in the field of ICT, by
implementing the latest technological solutions.

To provide safety for our employees, as well as to ensure personal and professional
advancement in accordance with the highest world standards.

0 To ensure the constant growth of the company market value to the shareholders by
enhancing the business efficiency.

o To contribute to the community by protecting the environment, observing business
eticsand social valuesin all areas.



DEVELOPMENT

The CSR concept (CSR - Corporate Social Responsibility) is still not present enough within
the companies here, such as the notion has not been clearly defined yet. Thisistypical of most
countries undergoing transition. What was left from the previous period is the understanding
that donations, charities, etc. represent Corporate Social Responsibility. These are, in fact, just
elements of the CSR and are insufficient for the purpose of defining a company as socially
responsible

The increasing importance of the CSR concept has been monitored by the Serbian Chamber
of Commerce, which joined the regional project called 'Establishing the Corporate Social
Responsibility in the South-East Europe’ in 2007. Within the frameworks of this programme,
the Serbian Chamber of Commerce has carried out the training, and, once a year, it performs
assessment and ranking of companies striving for the National Award for the Corporate Social
Responsibility. The number of companies competing for this award is ever higher, year by
year, which is a clear indicator of the change in awareness on our market. Big multinational
corporations doing business in Serbia are trying to implement the developed CSR practice
existing in their parent companies, in which way they raise the awareness of this type of
thinking and doing business in local companies as well. The Corporate Social Responsibility
is not only typical of foreign companies which are present on our market, but is also being
followed by an ever-growing number of local companies for which this concept is still
relatively new.

The indicator of the increasing importance of understanding the Corporate Responsibility is
that defining the standards for Corporate Responsibility 1SO 26000 is underway, and will be
applied from the end of 2010. The fact that the British Government established a special
Ministry for the CSR back in 1998, the Danish Government bound legally all big corporations
doing business in that country to integrate the CSR Report in their annual report, and that the
United Nations initiated the Global Compact, one of whose signatories in 2007 was Serbia as
well, al of these corroborate the significance of the CSR. The United Nations Global
Compact is a strategic policy initiative for businesses that are committed to aligning their
operations and strategies with ten universally accepted principlesin the areas of human rights,
labour, environment and anti-corruption.



Corporate Social Responsibility

SIGNIFICANCE

The Corporate Social Responsibility represents an attempt to combine all aspects of
companies’ actions and render them beneficial to the social welfare.

Except for being concerned about their profits, companies must look after the employees,
their families, the environment, local community and society at large. Exploiting natural
resources without replenishing properly isjust not fair.

Nowadays, the value of a company is usually higher than its book value. The difference
between the two is what is known as ’goodwill” or intangible assets. Intangible assets further
comprise copyright, patents, licenses, qualified personnel, but also good and responsible
business practice, which has become a key input to the goodwill over the past few years. This
factor differentiates a company from other market players and makes it a desirable place to
work at, thus providing the company with high-quality workforce and more loyalty on the
part of the employeees and clients, and by this more competitiveness. With this concept it is
possible to bring together own economic goals and broader social goals, in order to create the
value system and system of governance which increases profitability and brings about
company growth in the long run, but aso the development of society at large. It must be
pointed out that CSR is not an obligation, it is purely a thing of company’s free choice and
good will.

The CSR represents company’s commitment to sustainable economic growth, which is
manifested through care for employees, their families, loca community, and society at large,
with a view to improve the quality of life in general in the manner which is beneficial to its
development (definition of the World Bank).

Advantages for a company:

 Enhancing its image and reputation

» Advancing the relations between empl oyees and the management within the company

* Increasing profitability and productivity

* Better relations in the user-supplier chain




» More competitiveness, more loyalty on the part of customers/consumers

The conditions for achieving these results clearly depend on whether the 'right’ social goal
has been chosen, if a good estimate was made of how this goal contributes to company’s
objectives, and whether the right initiatives and activities for the realization of the goal were
chosen. It is equally important to answer fairly simple questions, such as — how to invest in
the 'common welfare’ when the company needs each dime for further development and
achieving better results; how to encourage and motivate employees and shareholders to join
the initiative when they believe it is their own money and it should not be invested in the
'common welfare’; what is to be done in order not to proclaim company actions merely
deceiving and not helpful, and the company itself being hypocritical

Employees are the main driving force and key element to successful business. In order to
attain goals, it is necessary to have satisfied and motivated employees. However, employees
are not more tools for obtaining positive results; they are people who have needs and
requirements. It is by relationship with employees that it can be determined whether a
company is socially responsible or not.

TRAININGS

Employees are company® most valuable asset. They have the key role, inasmuch as owing to
their know-how, skills, enthusiasm and eagerness to assert themselves, they render the
company recognizable among its competitors and successful on the market.

New technologies and the latest global trends impose the demand for new, ambitious people
who are eager to take up a challenging successful career. Telefonija's business logic is to
invest 3% of its annual turnover in the training of its employees. It can rightfully be stated that
Telefonija is one of ICT companies with the largest number of engineers and experts in
Serbia, certified by both the Serbian Chamber of Engineers and local and foreign companies
with which it cooperates. Constant investment in the education and development of
employees is our unchanging strategy, since changes occur daily in the field of
telecommunications & information technology. Education in the field of Informatics, foreign
languages courses and specialized seminars are constantly conducted in Serbia and abroad.

One of the key elements in the framework of Integrated Management Systems (IMS) is
organization, implementation and analysis of the program efficiency for education and skill
improvement of Telefonija staff, as well as implementation of the career planning system for
high-potential employees, and defining training and development policy.




An important thing to mention is ever larger number of employees holding certificates in
renowned companies throughtout the world (Ericsson, Keymile, Cisco, Avaya, Nexans, AMP,
Aperto, Alcatel, etc.), as well as the licenses for carrying out works and designing, issued by
the Union of Engineers and Technicians of Serbia. In 2009, the trainings were organized in
accordance with the current company needs:

» General orientation training and safe operation training, upon employment —General
orientation training and safe operation training, upon employment — 7 trainees were
employeed in Telefonija

* A special training for 17 employees with high-risk employment was held.

* Training for internal control of IMS was organized for 14 employees.

* Thetraining for 2 workers for operating the central automatic fire alarm and extinguisher
device.

* Training for 2 workers for obtaining the certificate for fire protection and IDEA fire alarm.

* Training for fire protection was organized for al employees.

* Training for obtaining CISCO CCIE certificates was organized for 5 workers

OCCUPATIONAL HEALTH AND SAFETY

The logistics department is responsible for implementing the measures for health and safety at
work, which isin accordance with Occupational Safety and Health Law.

Logistics cover the fields which include the following:
* Insurance for employees at employees’ insurance company,

* Ensuring occupational safety, i.e. protection of workers' dignity and moral values; ensuring
social and economic security,

* Ensuring safe professional training

In October 2008 Telefonija obtained the Certificate for Occupationa Health and Safety
Management System, OHSAS 18001:2007, issued by SGS.

By implementing, applying consistently, and constantly improving Occupational Health and
Safety Management System, Telefonija provides safe working places and maintains zero level
of risk for workers, contractors, and visitors. In this way Telefonija has taken the care for its
employeesto the




higher level. The procedures for identifying danger, risk assessment, and risk control have
been defined. The estimate has been done for high risk positions for which specia trainings
are organized and protective equipment used, in accordance with prescribed instructions. The
preparation procedures for extraordinary situations and how to react in those situations have
been prescribed. These procedures also define secure working place, and as a result, the basic
objective is contained in the occupational heath and safety policy: zero level of mortality or
injuries at work which may lead to permanent disability, which is accomplished without any
exceptions at present, and, we hope, in the future, too.

AID TO EMPLOYEES

Ever since it was established, Telefonija has taken care of its employees. One of the examples
is rendering help for buying apartments; namely, cash loans as a base for getting a bank loan
were granted to employees, repayable upon the period of 5 years. It is also important to
mention that last year, as well as in the previous years, in case of a death in a family, the
employee was offered financial assistance. Furthermore, the assistance provided on severa
occasions was medical help and social welfare for those employees who suffered from serious
health problems.

The means for paying scholarships to employees' children were also provided. Each year we
sponsor students who, having invested a lot of effort and work at university, but also having
achieved significant sports results, deserve to be rewarded.

NEW YEAR'SCELEBRATION

The end of the year, apart from summarizing business results and making plans for the
following year, implies festive atmosphere as well. Traditionally, as was the case in 2009,
New Year's celebration was organized in Telefonija’s premises, involving distribution of
presents to employees’ children. The play which was organized for the youngest was
interactive, so the kids could actively participate, instead of only being able to watch it.
Following the party, the children were given presents and were photographed with Santa
Clause.



Seeing smiles on children's happy faces is
invaluable, the reason why this event is one of the
nicest events being organized in Telefonija.

Apart from the party for children, a party for employees is organized as well. Last year
Telefonija hosted a cocktail party for its employees. The President of our Business System
summarized the results for the previous financial year and presented plans for the following
year.

Then ensued announcement of the worker of the year and other deserving workers, who were
entitled to being praised and rewarded owing to their commitment and hard work throughout
the year. In addition, the employees who have been with us for many years were honoured.
Last year there were two employees who celebrated 15 and 20 years of service in Telefonija.
Following the tradition and customs, they were presented with wrist watches. All the
employees enjoyed the party engaging in informal conversations and helping themselves to
served delicacies.

INTERNAL COMMUNICATION

The rules and principles of communication among employees are defined through the use of
Labor Law and Telefonija’s Corporate Governance Code. The principle of interactive two-
way communication by observing hierarchy and organizational structure has been adopted,




along with showing mutual respect and tolerance. All relevant decisions are communicated to
the employees via internal documents, during working meetings within departments, on the
bulletin board, via electronic mail, and by being posted on the company web site. The
employees, as well as other interested persons, can access the website www.telefonija.rs
where they can find the latest news and key information regarding the company; whereas
company by laws, current statutory provisions and al information regarding Integrated
Management Systems can be found at http://kvalitet.telefonija.rs.

Endeavors to preserve the nature and environment, which have always been part of
Telefonija’s business policy and corporate socia responsibility, were acknowledged in 2007
by obtaining the ISO 14001 certificate, by which the processes and procedures for
environmental protection had been officially verified. The objectives of the conducted
activities are less pollution, rational and functional use of al energy resources, applying
contemporary methods for the disposal of waste materials and controlling the process of
storing and destroying hazardous materials.

ENVIRONMENTAL PROTECTION POLICY

The environmental protection policy, aong with attendant rules of procedure, ensures that
proper care for the environment is integrated in company operations and constantly improved,
being an established system. All aspects which may affect, or directly affect the environment
have been identified and continually followed, so as to avoid any unintended consequences.
Our company complies with applicable laws and regulations on environmental protection; all
changes in the legislation in connection with this matter are followed and updated on our web
site, in accordance with which is the business conduct. In addition, opinions and suggestions
of al interested parties are taken into consideration and they are given the information they
require in accordance with their own environmental protection policy. Waste management
and hazardous materials disposal is regulated on a higher level, so the waste is taken over by
certified recycling companies, whereas hazardous materials are stored in a special warehouse
where they are carefully handled and eventually sent to be recycled. The system comprises
readiness to react in emergency situations, so in the event of any, the company will not be
unprepared. The aspects of the company location identified as important are followed on a
daily basis and checked in an electronic document, for the sake of saving paper.




RESOURCE EFFICIENCY

In our system of rendering services and selling products,
an important el ement is monitoring and

mai ntai ning resource efficiency. We monitor the
parameters of energy consumption, as well asthe
effects of such consumption on the environment. All
measures for enhancing energy efficiency have

been implemented in our office building, such as: new
insulators, which evidently decrease energy
consumption for heating/air conditioning; the furnace
using fuel oil, which will switch to natural gas

once gas connections are activated, gas being far more
ecologically friendly fuel than the one we are using at the
moment. The indicators being monitored are:

» Overall eectricity consumption
» Overall fuel oil consumption

» Mileage — business purpose (fuel consumption)
» Water consumption

For a couple of years now, the system for electronic
document management system (EDMS) has been
utilized. By implementing this system, we have decreased
paper consumption considerably —500,000 sheets per one
year, which is definitely a significant saving from an
ecological point of view.

Interacting with our users, we influence the development

of the market and the economy, but at the same time, the

society at large. Organizing business operationsin such a

manner which keeps everyone satisfied is a skill, but a challenge, too. Telefonija strivesto
meet these requirements.




Use of 1SO standards defined the processes and procedures in communication with users.
Accordingly, employees in all departments follow these procedures; any suggestions and
comments on the part of users are welcome. Apart from communicating by electronic mail,
we also use the system of business visits and conversations in both our and users’ premises.

In 2009. we underwent the recertification procedure and transition to the new version of

the standard 1SO 9001:2008. Telefonija has possessed the Quality Management System
Certificate since 2000. Apart from the fact that busi ness operations have improved, the
important thing is that a part of quality policy refers to relationship with users. Users
satisfaction with products and services received from Telefonija is constantly being assessed;
we analyze questionnaires, conduct research, make decisions, and bring measures to increase
the level of meeting their requirements. We have a two-way communication with users, so
feedback and possible complaints are highly commendable. We endeavor to solve any
problems as soon as possible. The information on complaints and measures taken in order to
solve any problems are recorded, and we further analyze the need to conduct systematic
measures and the very implementation, if necessary.

FAIR EXHIBITIONS

The 17th congress gathering experts in the field of telecommunications in the South East
Europe was held, where more than 2,000 experts gathered together. Since the beginning of
TELFOR, Telefonija has supported this event and made donations year after year, which
makes it one of two great TELFOR donors in Serbia. This tradition continued
into 2009, when we appeared as maor donor of
TELFOR 2009. The importance of this event is that all
relevant gquestions regarding telecommunications, such
as. technical, developmental, regulatory, economic
guestions, and furthermore, questions regarding
equipment production, services and system functionality,
are addressed. Such TELFOR concept highlights the fact
that, as company, we have been present as a donor
throughout the entire history of thisforum.

In addition, during this event Telefonija has always
presented new technological solutions in the field of
telecommunications, which ae amed at the




implementation of the latest global inventions and usage by our users.

During the previous decade, Cisco Expo Conference earned the reputation of the most
important event in the field of network technologies in Serbia. Cisco Expo Conference
gathered technological experts, business people and decision makers in the field of IT for the
ninth time in a row. Telefonija helped this most important event in the field of ICT be held,
having the role of technical sponsor.

TRANSPARENCY

Telefonija pays specia attention to direct everyday contact with clients, business partners, as
well as communication with the public. In addition, Telefonija informs the media
systematically via press conference, press release, organizing interviews, participating in
televised programs, and answering journalists queries.

Ever since the beginning of its ownership transformation in 1991, Telefonija has
transparently and regularly informed its shareholders about al relevant business indicators.
The Articles of Incorporation define shareholders’ rights in accordance with positive legal
decisions, where special attention is paid to the protection of minority shareholders. All
information regarding shareholders' rights, dividend payments, fluctuation of share price on
the Belgrade Stock Exchange are posted on our web site. In this manner, shareholders have
insight into fluctuation of share price and business results at any time, and these information
are regularly submitted to the Belgrade Stoch Exchange and published on theirs and
company’s web site.

The very presence on the stock exchange implies that a company is obliged to publish
information relevant to its business operations. Information published by our company are
transparent, reliable and drawn up based on the facts and figures, and controlled by auditors.
We deliver our interest groups key financial information, such as: share capital, net income,
gross income, etc. depending on their requirements and needs.

For more information, please click here: www.telefonijars.



Ever since it was founded, Telefonija has aways endeavored to help society’ s devel opment
with its deeds and actions. We have mostly concentrated on the sports, cultural events,
helping the underprivileged, i.e. those who need help the most. Last year was no exceptionin
this matter.

DONATIONS AND SPONSORSHIP

Last year Telefonija supported several actions, in line with the means available for
sponsorship and
donations. It helped the following institutions:

o Volleyball Club 'Topli anin' Prokuplje + buying equipment and requisites for the
adequate functioning of the club

o Women® Volleyball Club 'Topli anin' Prokuplje - buying equipment and requisites for
the adequate functioning of the club

0 the Primary School "14 October Belgrade - help celebrate the 160th anniversary of the
founding of elementary school.

0 Toplica Residents Association + Board for the development of local community +
contribution to the development and support to preserve the culture of national
minorities.

o Center for Martial Arts"Zvonko Osmagjli Belgrade - Organization XI Trophy Osmajli
Zvonko" injudo for seniors.

0 The Football club "Backa' Pa ir - help improve the work in the club.
o the Hunting Club "Pheasant" Pa ir - help develop and improve working conditions

hunting society.

0 The Yugosdav Committee for surface mining Belgrade - providing financial support for
participation of our speciaists in 10th INTERNATIONAL SYMPOSIUM
CONTINUOUS SURFACE MINING, Germany.

o the judo club Red Star Belgrade - help organize the tournament, "SERBIA OPEN -
DANRHO 2010.
0 Cisco Serbian Ltd. Belgrade - help organize the 10th Cisco Expo Conference.

0 the Association Lodge Maximilian Belgrade - development aid humanitarian work in
Serbia




o Scholarships for students of DIF, the particular - the financia support of member rifle
club "Novi Beograd".

EMPLOYMENT PROGRAMME 'THE FIRST CHANCFE’

Telefonija hired 7 new employees via employment programme ' The First Chance' in July
2009. This programme is directed toward young educated people who do not have previous
working experience, and it provides them with the opportunity to acquire know-how that will
make them more competitive on the labour market. The cooperation with the National
Employment Service was to our mutual satisfaction. Our company has, on its part, fulfilled all
the necessary conditions to use this programme, whereas the candidates suggested by the
National Employment Service have been very good. We made a shortlist of seven trainees,
who have been with us since July 2009.

Notwithstanding the fact that they were employed via specia programme, as traineesfor a
definite period of time, they have al the rights as all other employees. In addition to paying
monthly salaries, Telefonija pays for trainees monthly transport, although it is not obliged to
do so.



If you might have any comments, suggestions, or questions concerning Telefonija' s Corporate
Social Responsibility, please send them to:

marketing@telefonijars

or
P.S. "Telefonija’ a.d. Beograd
241, Kumodraska Street

11 000 Beograd

Serbia

*This Report is distributed in an electronic form solely, in order to avoid unnecessary
printing. Let's preserve the environment.




