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Management Report and Group Management Report of TELES AG
Informationstechnologien
TELES and the Market
In the context of cloud communication or "Unified Communication as a Service" (UCaaS),
the general trends in 2018 have been confirmed:
• The communication service is flexible and available anywhere, anytime
• Cost-efficient introduction and administration without hardware on site
• Full support of the "mobile workforce"

The entire Unified Communications market is undergoing a fundamental shift from UC
systems installed at the customer to UCaaS services. Companies are still looking for
more flexibility for their communications services. A cloud-based communications service allows end users to use the latest unified communications capabilities (e.g. chat &
collaboration) cost-effectively and easily. At the same time, the scaling of these services
by the cloud approach is automatic. The Gartner Group even estimates that by 2021,
90% of "IT leaders" will be using cloud services for new acquisitions.
Thus, established providers of cloud communication services have grown and new providers started with alternative offers.
After clearly coping with this trend in 2017 through increased license sales, the first half
of 2018 in particular was very difficult. Some of the existing customers grew as planned,
but for others there was no progress or growth. Larger existing customers were engaged in acquisitions and therefore unable to grow in the UCaaS area.

On the other hand, the new customers from 2016/2017 delayed their market entry for
different reasons. These new customer projects were consistently with larger, betterknown service providers and we had clearly underestimated the implementation time
here or set too short. In addition, the introduction of these customers takes much longer due to their organizational size. As TELES, we have to adapt to these conditions and
include them accordingly in our plans. In the reviews of the projects, we also found that
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we need to optimize, especially in the area of roll-outs and project management. Corresponding measures were initiated.
The mentioned projects have meanwhile been implemented and in 2019 extensions of
the TELES solution can be expected.

We were only able to win new customer projects for the UCaaS solution in 2018 from
the end of the third quarter. Here, too, we have suffered delays compared to our planning. The most promising new customers are from the Middle East, where the UCaaS
market is still in its infancy. Most of the local service providers in Kuwait are using our
facilities, and in 2018 we were able to acquire additional customers here. Furthermore,
we managed to enter Oman, where we will implement the first UCaaS project ever. In
this region, we are actually one of the early adopters with our customers and assume
that we can benefit from these reference projects and that we can do so in the future
Region to gain significant market share in the UCaaS market. These projects are currently undergoing technical implementation and will have their market launch in 2019.

In the last three years, TELES has succeeded in gaining relevant customers with growth
potential in the UCaaS area. In 2018, we received significantly more requests / tenders
from major service providers. These project opportunities are promising, but the sales
cycles and technical implementation take longer, which affects our operations and business planning.

Another important factor in our success at UCaaS will be our technology partners. An
entire UCaaS solution can only be achieved with a seamless integration of the partner
products. In addition to our established partners and their products, in 2018 we focused
primarily on end devices. In this area, we will continue to focus and have completed extensive technology partnerships with Snom and Yealink. The full range of endpoint portfolios of both partners and the envisaged integrations will provide enhanced functionality and ease of use for our customers, while simplifying operations.
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In the standard carrier business (replacement of old TDM systems), two striking trends
emerged for us in 2018:
1. Flexible & adaptive network structures
2. Replacement of Next Generation Networks (NGN) systems of the first generation

Carriers today need to react much faster to changes in the business. Of course, this also
applies to the network structures that were built in the past with proprietary hardwaredominated systems. Smaller carriers and IT companies have already created more flexible network architectures in recent years through the virtualization of hardware and the
fundamental use of off-the-shelf hardware. For larger providers, especially the production networks are often not yet ready. Of course, correspondingly high investments
would have to be made in order to switch to technologies such as "Network Function
Virtualization" (NFV) or "Software Defined Networks" (SDN). There have been several
pilot projects in recent years, but few real changes. For inquiries / tenders the topics
were queried, but they were mostly not compulsory. This is definitely different since last
year. NFV skills have been mandatory in every tender. Basic virtualization is required for
systems.
Our internal conversion to pure software development & virtualization in 2015 will be
conducive here and help us with customer discussions.

Especially in the Middle East, the trend towards replacing NGN systems of the 1st generation emerged last year. These systems are primarily still proprietary systems that basically support TDM / SS7 / ISDN and simple VoIP services. In particular, two major Chinese manufacturers have been supplying these systems to this region for the last 10-15
years. Maintenance is currently discontinued on these systems and operators usually
have to purchase new equipment. In many cases, these operators do not want to continue working with the existing suppliers for a variety of reasons and this, in turn, gives
us the chance to get lucrative orders. Several project inquiries from the second half of
the year confirm this trend for us.
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In 2018, we have with a well-known operator the migration of a "1. Generation NGN "solution successfully implemented on the TELES solution. Therefore, we know that our
solution technically meets all requirements and we can actively generate more business
from this trend. We are convinced that in 2019 we will win new customers for such projects.

We are experiencing an enormously difficult market environment among wholesale carriers. The classic core business of carriers with voice minutes in the fixed and mobile
network has generally eroded for years. The extremely low margins in this environment
as well as the competition of "Over The Top" services (OTT, such as Skype, WhatsApp),
especially on international call minutes, are causing a sharp decline in revenues and
profits, and hit the leased operators the most. After seeing this trend in Europe for several years now, it is now increasingly visible in the Middle East.

The impact on TELES is reflected above all in a general decrease in license sales and also
in a reduced price per license. Replacement of existing systems or extensions of existing
systems is hardly conceivable here. Here, our business in 2018 was well below our expectations.

For our sales strategy this results in the following:
• We will continue to focus on UCaaS solutions for marketing.
• We will pay more attention to the replacement of old NGN systems in 2019.
• We will keep our activities with wholesale carriers to a minimum.

In 2018, we were able to see an upward trend for TELES in relation to the sales regions,
especially in the Middle East. We have gained the most new customers with future potential here. The DACH region was more or less constant, whereby we expected more,
especially in Germany. In Germany, we have to rethink our strategy and adjust it if necessary.
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It went bad for us in Africa. Unfortunately, after two years of development work in direct
sales, we were unable to achieve any success and there were no significant projects in
sight. For this reason, we decided at the end of 2018 that we would cease direct sales for
the region and only do more indirectly with partners.
Reference - Qualitynet
“As the leading service provider in Kuwait, issues such as technological progress in our
country, high standards of quality, and customer satisfaction, are of paramount importance to us. This demands future-proof and secure solutions from our technology
suppliers, as well as flexibility in the solutions themselves and their implementation. Our
TELES solution has enabled us to migrate our communications network to the most
modern standards and services, while simultaneously fully operating our existing customer scenarios.”
Mohammad Al-Nusif, CEO
Qualitynet
Qualitynet was founded within the framework of the deregulation of Internet and data
services in Kuwait. In September 1998, the company began live operation of Internet
services and data communication services. As the introducer of new concepts and services, Qualitynet has always been a market leader. The company was the first Internet
and data communications company in Kuwait to be ISO 9001:200 certified. Combining
the best-trained staff, most up-to-date systems and the fastest data connections, Qualitynet developed the basis for the best possible communications services.
The partnership between Qualitynet and TELES began in 2017 with the aim of taking the
outdated voice services to the newest level. Despite already having a pure IP core network and using state of the art services, one of the core challenges proved to be migrating the established services without any loss in quality. The Who’s Who of business customers in Kuwait use Qualitynet voice communication services. Many banks, insurance
companies and other enterprises have over 100 simultaneous calls that must function
100% at all times. The integration of old, traditional telephone systems without loss of
function during the migration process was also a major challenge.
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As a result of careful planning and a well-designed implementation, the teams from
Qualitynet and TELES successfully migrated all customers in 2018. All voice services are
now built on the TELES solution. In addition to the migrated services, Qualitynet can now
offer the full spectrum of UC services on the new platform.
The replacement and expansion of the network enables Qualitynet to continue to offer
mainstream services and to make new services available to customers, generating additional turnover while optimizing running costs for the entire communications network
by operating only one platform.

Reference – Snom

”The cooperation with the TELES has a special significance for us, since two innovative,
internationally renowned Berlin companies are joining forces for mutual success. We
can thus offer our customers an excellent compatible cloud platform. Certainly, this interoperability partnership will also bring a wealth of benefits to TELES customers and
partners. “
Gernot Sagl, CEO
Snom Technology GmbH
The world relies on virtual communication solutions and innovative IP phones. As a rule,
the combination offers a significantly better price / performance ratio than analogue
alternatives, is quickly ready for use, easy to scale and flexible in operation. So that users of VoIP cloud solutions can also use the optimum hardware, TELES works together
with Snom Technology GmbH on a partnership basis.
The TELES and Snom partnership guarantees the interoperability and integration of
their respective Unified Communications solutions. Service providers can thus benefit
from the combination of powerful cloud solutions with innovative Snom phones.

© TELES AG Informationstechnologien

Page 9 of 116

Translation –the German version is authoritative

Snom was founded in 1997 and is considered a pioneer of IP telephony. Already in 2001,
it presented the first freely available IP phone ever. At Snom, the world's leading provider of IP telephony and innovative business communications, users are always focused
on their professional challenges. For years, many Snom customers have been calling
their comprehensive consulting - right after the first-class technology - their most important decision-making criterion for Snom. In accordance with the service and consulting philosophy "We believe in local management", Snom has offices in Italy, England,
France, Spain, South Africa and Russia.

Control System
The operating business of the company is mainly controlled by the most important financial performance indicators, sales and EBIT, as well as by the other measures: contribution margin, costs and receipt of order. In addition, the controller also considers a
number of non-financial metrics. The EBIT represents the operating result before taxes
and financial result. It is thus a central factor of the internal control and also a good indicator of the operating cash flow of the company.

© TELES AG Informationstechnologien

Page 10 of 116

Translation –the German version is authoritative

Economic position of TELES Group
TELES
(in k€)

Group

2017

2018

change

Revenue

6,797

5,258

-23%

Gross margin

4,650

3,431

-26%

3

-1,323

>-100%

35

-1,296

>-100%

EBIT
EBITDA
1

In accordance with IAS 8.42, we adjusted the figures for the previous year (see note 16).

The economic situation of the company developed negatively in 2018. There was a decline in sales and gross profit of 23% and 26%, respectively, and earnings (EBIT) decreased to minus EUR 1.3 million.
We clearly missed our ambitious forecast for the financial year 2018 (sales growth between 5% and 11% and a positive result (EBIT) in the previous year). This was due to the
very weak revenues from the sale of software licenses. The main reasons for the clear
downward trend are the absence or delay of expected customer projects.
Also in 2018, our software-based UC solutions accounted for the largest share of the
business. Outstanding was the expansion of the geo-redundant platform of ecotel
communications ag. But QSC AG and T-Mobile Austria have also expanded their TELES
solutions. In the Middle East, in addition to Qualitynet, we have been able to win over
another leading mobile network operator as a customer. In addition, we succeeded in
entering the market in Oman.
With sales of around EUR 3.0 million in 2018, the service and maintenance business with
our customers is and will remain extremely important for TELES.
Revenue
At EUR 5.3 million, sales decreased by 23% in the year under review. The first, second
and fourth quarters were worse than the corresponding quarters of the previous year.
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In the third quarter there was an increase in sales of 16% compared to the same quarter
of the previous year, albeit at a low level, to EUR 1.1 million.
Costs
The cost price fell by 15% to EUR 1.8 million in the reporting period. There was a slight
increase of 4% in development expenses to EUR 2.7 million. Administrative expenses
remained unchanged at EUR 1.3 million. Sales and marketing expenses rose by 9% yearon-year to around EUR 1.5 million. gone up.
Result
The operating result (EBIT) at the end of the year amounted to EUR -1.3 million (previous
year: T € 3). Adjusted for the effect from the deconsolidation of subsidiaries with a deconsolidation gain of approximately EUR 0.3 million and the derecognition of unclaimed
old debts in the amount of EUR 0.2 million, operating EBIT amounts to approximately
EUR -1.8 million The amount of the old debts recognized in profit or loss mainly relates
to the subsidiary TELES NGN, which was canceled as of June 30, 2018 Solutions Ltd.,
Yokneam, Israel.
Due to financial expenses resulting from the subsequent valuation of the debtor warrant in the amount of EUR 1.3 million (previous year: financial income EUR 0.9 million), a
negative financial result of EUR 1.7 million (previous year: positive financial result of EUR
0.5 million).
Overall, a net loss of EUR 3.0 million is reported in the consolidated financial statements
of TELES AG (previous year: net income of EUR 0.5 million).
Equity and liabilities
The balance sheet total of the TELES Group decreased by EUR 0.5 million compared to
the previous year.
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In view of the negative net loss for the year, the loss carryforward (retained earnings)
increased to EUR 47.6 million. The loan reserve of the majority shareholder increased
the capital reserve by EUR 3.3 million. Group equity, however, remains highly negative at
EUR 9.5 million (previous year: EUR 9.6 million).
The sum of non-current liabilities has increased by EUR 1.0 million to EUR 5.8 million.
This was due to the valuation of the debtor warrant as of December 31, 2018. This resulted in an increase of EUR 1.3 million.
The sum of short-term liabilities has decreased by EUR 1.7 million. The decline resulted
in particular from the loan waivers. This was offset by new borrowing.
Liquidity and assets
The liquidity of the company and the group remains very tense:
Due to the decline in business development compared to the previous year, the liquidity
situation in financial year 2018 was very tense. The cash and cash equivalents from loan
commitments of the majority shareholder to finance the operating business in the
amount of T € 670 and T € 250 were fully utilized. Together with a loan from the Austrian
Research Promotion Agency (FFG) amounting to € 36 thousand, this results in a positive
cash flow from financing activities in the amount of € 956 thousand.
Cash flow from operating activities continues to be negative, worsening from EUR 0.5
million to EUR 1.0 million. The cash flow from financing activities was completely consumed.
The assets of the TELES Group at the end of the year mainly comprise trade receivables
of EUR 1.0 million (previous year: EUR 1.5 million), other assets of EUR 0.2 million (previous year: EUR 0.2 million) and cash and cash equivalents of EUR 0.1 million (previous
year: 0.3 million).
For further detailed information, please refer to the chapter "Financing/Investors/Going
Concern".
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Economic position of TELES AG
The following explanations on net assets, financial position and results of operations
refer to the annual financial statements of TELES AG. For further information, please
refer to the explanatory notes on the economic situation of the TELES Group. According
to the German Commercial Code (HGB), the loan waivers are treated by shareholders in contrast to IFRSs within the Group - through profit or loss.
At EUR 5.3 million, sales decreased by 26% in the year under review. The cost of materials ratio increased to 47.1% (previous year: 43.7%) and is related to the decline in sales
revenues.
Other operating income increased from EUR 0.5 million to EUR 3.7 million. The increase
resulted from loan waivers of EUR 3.3 million issued by related parties.
Personnel expenses remain unchanged at EUR 3.2 million. Other operating expenses
remained stable at EUR 1.6 million (previous year: EUR 1.7 million).
In the annual financial statements of TELES AG, the net profit for the year amounts to
EUR 1.1 million (previous year: net loss of EUR 2.0 million), which is due to the income
from loan waivers.
The balance sheet total of TELES AG decreased by almost EUR 1.6 million compared to
the previous year. This is due in particular to the decline in liabilities to affiliated companies by EUR 2.9 million. At EUR 3.3 million, the decline is mainly due to the derecognition
of loans to SSBG as a result of the loan waiver. By contrast, other liabilities increased by
EUR 1.2 million due to the borrowing of EUR 0.9 million.
In the annual financial statements of TELES AG, due to the net income of
EUR 1.1 million of non-equity deficit reduced to EUR 6.2 million (previous year: EUR 7.3
million).
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Human Resources
On an annual average, the TELES Group had 60 employees in Berlin and Vienna (previous year: 58). Thus, the number of employees increased slightly over the year. The fluctuation is still low.
In the past financial year, we also made targeted investments in the training of young
employees. In addition to its 58 employees, TELES employs people who are completing
higher education or vocational training. As of December 31, 2018, two students were
working at the head office in cooperation with the University of Applied Sciences Berlin
(HWR) in the context of a dual study program.

Research and Development
In Research & Development, TELES is focused on rapidly developing and introducing
new marketable products, continually optimizing development processes and reducing
the cost of developing and manufacturing high quality new and reliable products. In the
financial year 2018, research and development expenses primarily reflect the development project for an integrated cloud communication system as well as the further development of the softswitch for mobile network operators and virtual mobile network
operators.

Report on Opportunities and Risks
The telecom market continues to be under massive pressure from a whole range of factors, influences and new providers. The landscape of network operators and service
providers, which has been growing for decades, is being vigorously plowed through.
There has been a stronger shift to cloud-based communications services over the past
year. For TELES, this means new opportunities for sales and earnings - above all in the
field of unified communications (UC), the merging of communication media such as
landline and mobile telephony, fax and mail in a uniform application environment.
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Risk report
Business activities are fundamentally exposed to risks as well. For instance, geo-political
and geostrategic conflicts can also have a sensitive dampening impact on the demand in
regions that are not directly involved in them. The events on the financial markets and
the non-balanced state budgets especially in several European countries as well are depressing economic activity and also having a negative impact on the economic development of the company, while new providers are capable of threatening the competitive
position of TELES. When considering the risks, we differentiate between business environment, product, service and technology risks, human resources, regulatory, currency,
financial, interest rate and IT risks, as well as other risks. TELES AG does not see any
acute risk situation at present. However, the Management Board cannot exclude deteriorations in the macroeconomic environment, for instance, which would also burden the
sales and earnings position of the company. They can additionally aggravate the risk
situation and reduce opportunities as the case may be.

Business Environment Risks
For TELES AG, business environment risks result from economic conditions and fluctuations in demand, as well as from price changes and from the dependence on suppliers
and contract manufacturers. The uncertainties in the eurozone, as indeed the precarious political and economic situation in the Mediterranean regions of Europe, can significantly weaken the demand in several of TELES' domestic European markets. Activities in
the other markets beyond the core DACH and European markets do limit the impacts on
the result of demand shortfalls; however they are not able to completely mitigate the
risks. In this way, reliable forecasts for the further development of TELES AG are impeded.
The competition in several markets is aggravating the ability of small and mid-sized providers in particular, such as TELES, to absorb the pressure on prices especially on the
part of the network operators.
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TELES replies to this development with unique services that limit the switching to competitors. For instance, it is not always possible to pass on prices increases on upstream
products to customers, which occasionally weakens the competitive position. We mitigate procurement risks by utilizing coordinated purchasing, by agreeing long-term supply contracts, by having tight cooperation with suppliers and by continuous improvements in the procurement management. Yet for that, it cannot be guaranteed that no
supply difficulties will arise in the future, that the processing of projects does not get
delayed and that the business development becomes significantly impacted by this.
Furthermore in order to safeguard its development and production, TELES avails of
competing suppliers in the procurement markets. In several areas, however, it is in fact
barely feasible to actually obtain the same quality products from alternative suppliers.
This entails heightened purchasing, price and marketing risks, among others.

Product, Service and Technology Risks
Product, service and technology risks rank among the most significant risks to which
TELES is exposed. Product risks are caused by the delayed development, acceptance
and/or delivery of products, as well as by product faults. Regardless of the fact that the
market is saturated, the telecommunications industry is characterized by short innovation cycles for services, which permit the network operators to tap into and develop new
customers. This calls for a powerful commitment on the part of TELES with regard to
observing and analyzing the market, as well as in its development. Our earnings position
is fundamentally dependent on our ability to adjust to changing markets and their requirements, to develop and launch new marketable products at a quick pace, to consistently optimize our development processes and to decrease the costs of developing and
producing new products of higher quality and reliability.
Likewise, the on-schedule completion of agreed installations and other services at the
contractual quality level represent essential success factors for TELES. This is compounded by the fact that service level agreements with our customers represent a sig-
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nificant share of our sales, and their non-fulfillment or inadequate servicing can result in
immediate damage from claims for compensation, follow-up improvements or the loss
of sales. For this reason, the service quality is permanently evaluated in a timely manner
and improved where necessary. We actively mitigate risks resulting from product deficiencies and liability risks by means of careful development and reliable quality controls.
Moreover, the sales revenues and results can be negatively impacted by investments in
those technologies that do not prove to be viable and marketable, and which are not
introduced in a timely manner.
Personnel Risks
As it the case with every other highly specialized knowledge and development intensive
company, TELES is exposed to unique personnel risks resulting from the departure of
employees. The employees' know-how in many functional areas represents capital for
TELES. The risk consists of the fact that with the departure of employees, corresponding
knowledge and experience can also be lost, and processes come to a halt as a result. For
this reason, the company focuses especially on the long-term loyalty of the staff to the
company, in order to keep the fluctuation low. Moreover, TELES recruits committed
young staff through its cooperative activities with universities in the context of dual
study courses.

Regulatory Risks
The telecommunications sector continues to be statutorily regulated in many countries
with relevant markets. In individual cases, official regulations or amendments to such
regulations can significantly increase the operative costs and/or impacts on our sales
revenue. Furthermore, amendments to tax laws and regulations could lead to higher tax
outlays and/or impact on the deferred tax assets and liabilities.
Currency Risks
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Because TELES gains part of its sales revenue and procures some materials out-side the
European Monetary Union, the impacts of currency fluctuations on our results cannot
be excluded in situations where cash flows occur in a different currency to the euro. The
risk is reduced by settling business transactions in the functional currency wherever
possible. In those cases which are not invoiced and settled in the functional currency,
TELES reserves the right to utilize hedging instruments.

Financial and Interest Rate Risks
Payment delays and defaults, as the case may be, have problematic impacts on the already tight liquidity of TELES AG. Yet for that, TELES AG is not directly dependent on individual customers. The company generated a volume amounting to 5% (previous year:
9%) of its total sales with its largest single customer in the 2018 financial year.
Fundamentally, TELES assesses customers and projects in advance and reduces financial
risks by means of regularly agreeing to advance payments and with the help of payment-securing instruments as required.
Changes to the measurement of the debtor warranty can lead to changes in the liquidity
risk. Positive results in the future would lead to a reactivation of the debtor warranty
and thus cause liquidity outflows. This could hinder investments and profit distributions.
The interest rate risk for the TELES undertaking results exclusively from interest-bearing
investments and from the need to continue financing at high interest rates, which could
significantly impact the liquidity of the company.
Within the next financial year, no outflow of cash from the debtor warrant is expected. A
payment is currently expected from 2022 at the earliest.
IT Risks
The development and quality assurance of products, as indeed all the other processes at
TELES AG, are highly dependent on IT hardware, software and systems, including their
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availability and reliability. Likewise, data are exposed to external risks resulting from
infiltration, malware, unauthorized access to telecommunications networks and servers,
as well as pirated copies. We mitigate these risks through continuous improvements in
the security of our systems, as well as through redundant hardware and restrictions on
access.

Financing/Investors/Going Concern
The liquidity of the Company and the Group remains tight:
The cash and cash equivalents from loan commitments of the majority shareholder to
finance the operating business, in total EUR 0.92 million, had to be fully utilized in the
2018 financial year. In December 2018, loans including interest from related parties (EUR
3.3 million nominal) as at 31 December 2018 were waived. In order to close any financing gaps, it has also been possible to obtain a loan commitment of EUR 1.3 million from
a related party in April 2019. The Management Board considers that the available and
contractually secured funds (EUR 1.3 million) are sufficient to cover the anticipated funding needs until at least mid-2020. In addition, as in previous years, short-term loans to
related parties in the amount of EUR 2.5 million were deferred until 31 December 2020
in May 2019.
In addition, the TELES AG Management Board sees the possibility that the financial situation can be improved by a new investor. As announced by the Management Board in
August 2018, corresponding activities were undertaken in 2018, which are currently being pursued further in 2019.
TELES focuses on the growth area of software-based solutions for network operators.
With the focus on so-called Tier 1 carriers - the former national telecommunications
monopolists and possibly their larger competitors - in niche markets for gateways, the
sales cycles are also changing: in their complexity and decision-making manageable projects are being replaced by much larger projects, with long tenders - and decisionmaking processes and their implementation require much more time.
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We are aware of the fact that financing gaps can open up with longer project lead times
and are considered challenging. However, this is a necessary concomitant to mastering
the leap to a solution provider who successfully engages in conversation with internationally operating carriers. The future of TELES depends very much on how quickly it will
be possible to get into business with these multinational carriers in the future and to
realize much more ambitious projects in the mid to high single-digit millions in euros.
Business planning naturally involves risks and uncertainties. It is based on current assumptions, expectations, estimates and projections of the TELES, which have been taken
into account to the best of our knowledge and belief and in accordance with commercial
principles. In this respect, plan deviations can not be excluded.
The continued existence of the company and thus of the Group depends on the fact that
the planned sales for the coming months are not sustainably undercut and the committed funds amounting to EUR 1.3 million are sufficient or, if necessary, increased.

Overall statement on the risk situation of the Group
The Management Board of TELES AG sees the main risk of the TELES Group in the liquidity and, consequently, the continued existence of the company or the group of companies. Compared to the previous year, there were no material changes in the overall risk
situation or the listed individual risks.

Forecast
The basis for our estimates for the years 2019 and 2020 is a stable macroeconomic environment, the expectation that the noticeable upturn in demand for modern telecommunications solutions will continue. The development outlined here is subject to opportunities and risks, which are presented in the opportunity and risk report.
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The year 2019 will be challenging: in order to increase the visibility of TELES and to expand our presence in the market, we will strengthen our sales force, intensify sales
partnerships and continuously expand our marketing. At the same time, we know that
sales and marketing activities can only thrive in the long term and bear visible fruit - in
this respect we will only gradually observe the success in sales and earnings.
There is also a growing need for high-performance IP Centrex and Unified Communications (UC) solutions, especially in the core DACH market. UC solutions are one of the
most important industry topics in numerous studies, specialist conferences and trade
fairs. From today's perspective, the favorable economic outlook for 2019 in the core
market DACH should result in a further increase in demand for UC solutions. And in the
rest of Europe as well, we expect UC solutions to gradually gain acceptance among carriers so they can defend or expand their market share with new services. In the new fiscal year, we will intensify our contacts with so-called Tier 1 carriers, the former monopolists, and will promote more successfully completed projects in order to raise interest in
the market.
In view of growing personnel and other investments, we expect sales growth of between
17 and 33% and a positive result (EBIT) for the company in 2019.
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Key Figures of the TELES Group in Accordance with IFRS
TELES
(in k€)

Group 01.01.2017 31.12.2017

01.01.2018 31.12.2018

Sales revenues

6,797

5,258

-23%

Gross profit

4,650

3,431

-26%

3

-1,323

>-100%

Financial income

535

-1,707

>-100%

EBT from continuing operations

538

-3,030

>-100%

17

2

-88%

521

-3,032

>-100%

Operating result/EBIT

Taxes on income
Net earnings

Change

Key Figures of TELES AG in Accordance with the German Commercial Code (HGB)
TELES
(in k€)

AG 01.01.2017 31.12.2017

01.01.2018 31.12.2018

7,062

5,258

-23%

-434

1,540

>100%

Financial income

-1,546

-434

72%

EBITDA

-1,980

1,106

>100%

2

0

-100%

-1,982

1,106

>100%

Sales revenues
Operating result/EBIT

Taxes on income
Net loss
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Internal Control System
Pursuant to Section 289 Paragraph 5 and Section 315 Paragraph 2 No. 5 German Commercial Code (HGB), TELES AG is obligated to describe in the (consolidated) management
report the fundamental features of the internal control and risk management system in
relation to the (Group) accounting processes. The scope and structure of the accountingrelated internal control and risk management system, as well as its adjustment to specific requirements of TELES AG, are at the discretion and under the responsibility of the
Management Board. Accordingly, the TELES Group has established "risk management"
integrated into its business processes. Doing so, the subsidiaries are responsible for the
scope, form and content of their respective risk management systems. The monitoring
and coordination of the Group-wide risk management is the responsibility of Group
management. The regular and systematic identification, quantification and assessment
of the respective relevant risks and security systems are part of the risk reporting to the
Group management. In 2018, the assessment of risks has not yet been geared to the
level and probability of occurrence of potential losses. These changes are planned for
2019.
Description of the Internal Control System
The accounting-related internal control system of TELES AG comprises all of the principles, processes and measures to secure the effectiveness, efficiency and propriety of the
accounting, as well as to secure the compliance with the relevant legal regulations.
Defined internal controls are embedded in the accounting processes based on risk aspects. The accounting-related internal control system comprises both preventive and
detective controls, which include IT-supported and manual reconciliations, plausibility
tests, the separation of functions, the two sets of eyes principle, and general IT checks,
such as for instance access authorization to IT systems.
Within the scope of the organizational, controlling and monitoring structures defined in
TELES AG, the internal control system supports the recording, preparation and assessment of company-related facts and circumstances, together with their proper and correct presentation in the consolidated financial accounts.
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The controlling of the accounting processes is conducted by the Group accounting section. Laws, accounting standards and other announcements are continuously analyzed
with regard to their relevance and impacts on the annual financial statements. The
Group companies are responsible for ensuring the compliance with the proper and
prompt processing of their accounting-related processes and systems and are supported in this by the Group accounting section. The accounting-related internal control system as described is enhanced by controls on corporate levels effected by the highest
decision-making bodies.
However, personal discretionary decisions, incorrect controls, criminal acts or other circumstances cannot, due to the nature of these matters, be excluded and then result in
restricted effectiveness and reliability of the internal control system and the risk management system as applied. Thus the Group-wide application of the systems utilized can
also not guarantee with absolute certainty the correct, complete and prompt recording
of facts and circumstances in the consolidated financial accounts.
The statements provided are related only to the subsidiaries included in the consolidated financial statements of TELES AG, for which TELES AG is in a position to determine
either directly or indirectly their financial and monetary policy in order to benefit from
the activities of these companies.

Legal Disputes
The Company is involved in litigation and litigation arising in the ordinary course of
business. The Company generally recognizes provisions for such cases when it is probable and an amount can be estimated.
Since 2009, the majority shareholder (SSBG = Sigram Schindler Beteiligungsgesellschaft
mbH) has taken over the patents and costs related to the patent litigation with effect
from 1 January 2009 on the commenting on the status of patent litigation.
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Remuneration Report
The remuneration report has been prepared in accordance with the recommendations
in the German Corporate Governance Code (DCGK) and includes disclosures required as
per the German Commercial Code (HGB) and the International Financial Reporting
Standards (IFRS). It is a component of the summarized management report. The remuneration report contains the principles for the remuneration system for the Management Board and the Supervisory Board and provides details of the amounts and the
structure of the remuneration on an individual basis.
Remuneration of the Management Board
The total remuneration of the Management Board of TELES AG – with the exception of
the remuneration for the Co-Chairman of the Management Board Professor Dr.-Ing. Sigram Schindler – consists of fixed and performance-related remuneration components.
The fixed basic remuneration is paid out monthly in the form of a salary. The Management Board receives a monthly contribution to their health and nursing care insurance,
as well as the provision of a company car together with the benefit in kind related to this
as fringe benefits. In addition, the Management Board receives annual variable remuneration determined on the basis of the extent to which the results-oriented targets
specified together with the Supervisory Board at the start of a given financial year are
achieved. Furthermore, the Supervisory Board can grant a discretionary bonus to the
Management Board, the amount of which is oriented on the one hand to the overall
success of the company and on the other hand to the members' personal success in
business areas under their responsibility.
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The remuneration of the Management Board in the 2017 and 2018 financial years consists of the following:
Allowances granted
(in k€)
Fixed remuneration

Prof Dr.-Ing. Sigram Schindler
Co-Chairman of the Management Board
2017
2018
2018 (min)
2018 (max)
0
0
0
0

Fringe benefits

37

37

37

37

Total

37

37

37

37

One-year variable remuneration

0

0

0

0

Multi-annual variable remuneration

0

0

0

0

Total

0

0

0

0

Pension costs

0

0

0

0

37

37

37

37

Total remuneration
Allowances granted
(in k€)
Fixed remuneration
Fringe benefits

Oliver Olbrich
Co-Chairman of the Management Board
2017
2018
2018 (min)
2018 (max)
250
231
231
250
7

4

4

4

257

235

235

254

One-year variable remuneration

0

0

0

100

Multi-annual variable remuneration

0

0

0

0

Total

0

0

0

100

Pension costs

0

0

0

0

257

235

235

354

Total

Total remuneration
Allowances granted
(in k€)
Fixed remuneration
Fringe benefits

Thomas Haydn
Member of the Management Board
2017
2018
2018 (min)
2018 (max)
180
167
167
180
10

5

5

5

190

172

172

185

One-year variable remuneration

0

0

0

60

Multi-annual variable remuneration

0

0

0

0

Total

0

0

0

60

Pension costs

0

0

0

0

Total remuneration

190

172

172

245
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Remuneration of the Supervisory Board
Likewise, the remuneration of the Supervisory Board fundamentally consists of fixed
and performance-related components. In addition to the reimbursement of their expenses, the members of the Supervisory Board receive a fixed annual representation
allowance. Moreover, the members of the Supervisory Board receive performancerelated variable remuneration at an amount of 0.15% of a positive consolidated result. It
is subject to an upper limit at the amount of the basic remuneration.
The Chairman of the Supervisory Board receives two and a half times the basic and additional remuneration, while the Deputy Chairman receives one and a half times this
amount.
The remuneration of the Supervisory Board in the 2018 financial year consists of the
following:
(in k€)

2017

2018

Prof. Dr. Walter Rust

37,5

37,5

Joachim Schwarzer

17,5

22,5

Prof. Dr. h.c. Radu Popescu-Zeletin

20,0

15,0

75,0

75,0
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Disclosures Pursuant to Sec. 289 Para. IV, Sec. 315 Para. IV German
Commercial Code (HGB)
Composition of the Subscribed Capital
The fully paid-in share capital consists of 23,304,676 no par value bearer shares with a
computed value of € 1.00 each. Each share entitles the bearer to one vote. There are no
other classes of shares.
Restrictions with Regard to Voting Rights or the Transfer of Shares
The Management Board of the company is not aware of any restrictions which affect the
voting rights or the transfer of shares.
Direct or Indirect Shareholding in Capital which Exceeds 10% of the Voting Rights
Sigram Schindler Beteiligungsgesellschaft mbH, Berlin, Germany, held 57.41% of the voting rights in TELES AG on the balance sheet reporting date. Sigram Schindler Beteiligungsgesellschaft mbH is held 100% by Professor Dr.-Ing. Sigram Schindler, thereby
granting him its voting rights pursuant to Sec. 22 Para. 1 Sentence 1 No. 1 German Securities Trading Law (WpHG). Likewise, the voting rights of the Sigram Schindler Stiftung
foundation (1.46%) are attributed to him. Together with his direct voting rights, Professor Dr.-Ing. Sigram Schindler thus has held a total of 58.93% of the voting rights in TELES
AG Informationstechnologien on the balance sheet reporting date.
Otherwise the company is not aware of any further direct or indirect shareholdings in
the capital which exceed 10% of the voting rights.
Shares Vested with Special Rights; Controlling Powers
There are no shares vested with special rights which grant controlling powers.

© TELES AG Informationstechnologien

Page 29 of 116

Translation –the German version is authoritative

Voting Rights Control
Any voting rights control in the meaning of Sec. 315 Para. 4 No. 5 German Commercial
Code (HGB) does not occur.
Regulations for the Appointment and Dismissal of Members of the Management
Board and on Amendments to the Articles of Incorporation
In accordance with Sec. 6 of the articles of incorporation, the Management Board consists of at least two members. The determination of the number in the context of the
above-mentioned regulation, as well as the appointment and revocation of an appointment, is undertaken by the Supervisory Board, as is the appointment of a member of
the Management Board to Chairman of the Management Board. Otherwise, the appointment and dismissal of members of the Management Board is effected in accordance with Sec. 84, Sec. 85 German Stock Corporation Law (AktG).
Any amendments to the articles of incorporation are effected in accordance with Sec.
179, Sec. 133 German Stock Corporation Law (AktG), whereby pursuant to Sec. 14 of the
articles of incorporation, the Supervisory Board is entitled to decide on amendments to
the articles of incorporation which only concern their wording.
Powers of the Management Board Regarding the Option to Issue or Redeem Shares
Authorized Capital
By resolution of the Annual General Meeting on August 8, 2017, the Management Board
is authorized, with the approval of the Supervisory Board, to redeem the share capital
up to December 31, 2021, once or several times up to a total of EUR 11,652,338.00
against cash and / or non-cash contributions by issuing 11,652,338 new no-par-value
bearer shares (Authorized Capital 2017 / I).By resolution of the Annual General Meeting
on August 8, 2017, the authorized capital of October 14, 2015 was canceled (Authorized
Capital 2015 / I).
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Material Agreements of the Company Conditional on a Change in Control as a Result
of a Takeover Bid
There are no such agreements.
Company Compensation Agreements Concluded with Members of the Management
Board or Employees in the Event of a Takeover Bid
There are no such agreements.

Concluding Statement on the Dependency Report
Pursuant to Sec. 312 Para 3 German Stock Corporation Law (AktG), the Management
Board hereby states that in 2018 no legal transactions or other measures requiring reporting were recorded between the company and the controlling entity or a third party
which the company undertook or did not undertake at the behest of or in the interest of
the controlling entity or an associate of same.
Furthermore, the Management Board hereby states that the company received appropriate consideration for the legal transactions specified in the report on relationships
with associates in accordance with the circumstances known at the respective time. In
the 2018 financial year, no other measures requiring reporting were undertaken in the
interest of or at the behest of the controlling entity which led to disadvantages on the
part of the company.
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Statement on Company Management
Management and Corporate Structure
The corporate management of TELES AG as a German stock corporation listed on the
stock exchange is defined by the requirements of the German Stock Corporation Law
(AktG) and the German Corporate Governance Code in its currently applicable version,
as well as by the regulations in the articles of incorporation. Corresponding to its legal
form, TELES AG has a two-tier management structure with its Management Board and
Supervisory Board managerial bodies, which is characterized by strict personnel separation between said management and supervisory bodies. The third managerial body consists of the General Meeting of Shareholders, at which the shareholders exercise their
rights. All three bodies are obliged to ensure the well-being of the company.
The Supervisory Board elected by the General Meeting of Shareholders consists of three
members in accordance with the articles of incorporation. The period of office for the
Supervisory Board is normally five years. The Supervisory Board monitors and consults
with the Management Board on the management of the business activities. The Supervisory Board discusses the business development, as well as the planning and strategy
and their execution at regular intervals. With the Management Board, it discusses the
quarterly and half-yearly reports prior to their publication and approves the annual
planning, as well as the individual and consolidated financial statements. It takes into
consideration the audit reports of the statutory auditor doing so. The Supervisory
Board's scope of tasks also includes the appointment of Management Board members,
as well as the setting of the Management Board remuneration and the regular assessment of same.
The Management Board is the managerial body of the Group and currently consists of
three persons. The Management Board manages the company under its own responsibility with the aim of creating sustainable added value. The principle of overall responsibility is applicable, i.e. the members of the Management Board bear joint responsibility
for the entire business management irrespective of divisional responsibility. In this respect, the Management Board is subject to the requirements in the internal rules of procedure approved by the Supervisory Board. These regulate in particular all matters re-
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served for the responsibility of the complete Management Board and also include a list
of matters of fundamental importance which require approval from the Supervisory
Board. The Management Board develops the corporate strategy and ensures its execution in coordination with the Supervisory Board. In addition, it is responsible for preparing the quarterly and annual financial statements, as well as for appointing staff to key
positions in the company.
The General Meeting of Shareholders is the decision-making body on the part of our
shareholders. The annual financial statements are submitted to our share-holders at the
General Meeting of Shareholders. The shareholders decide on the appropriation of the
balance sheet profit and also vote on other issues specified by law and the articles of
incorporation. Each share entitles the bearer to one vote. Those shareholders are entitled to participate in the General Meeting of Shareholders which are registered within
the specified deadline and have been shareholders at the beginning of the 21st day prior to the General Meeting of Shareholders (record date). Our shareholders can also exercise their voting rights at the General Meeting of Shareholders by means of an authorized third party or a voting representative (proxy holder) provided by the company
which is bound by their voting instructions. They can also exercise their voting rights by
means of a postal vote.
Controlling/Management Systems
The internal controlling/management systems support the management in monitoring
and controlling the Group and its business areas. The systems consist of planning, actual and forecast calculations and are based on the annually revised strategic planning of
the Group. Doing so, consideration is given especially to market developments, technological developments and trends, together with their impact on the company's products
and services, as well as on the financial options of the Group.
The Group reporting system consists of monthly results calculations, as well as quarterly
IFRS reports prepared for all consolidated subsidiaries, and presents the net assets, financial and earnings position of the Group, as well as the business areas. The financial
reporting is supplemented with further detailed information required for the assessment and the control of the operative business.
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A further component of the control systems are quarterly reports containing details of
the fundamental risks to the company.
The reports named above are discussed at Management Board and Supervisory Board
meetings and represent a fundamental basis for assessments and decisions.
The operative business of the company is fundamentally controlled and man-aged via
the sales revenue, gross earnings, EBITDA and EBIT parameters, as well as via a range of
other important non-financial key figures.
Women in Management Positions
The Supervisory Board has pursuant to Sec. 111 Para. 5 German Stock Corporation Law
(AktG) defined a target figure of "zero" up to 30.06.2021 for the increase in the share of
women on the Management Board and Supervisory Board.
The Supervisory Board has pursuant to Sec. 76 Para. 4 German Stock Corporation Law
(AktG) laid down target figures, also with a deadline up to 30.06.2021, for the two managerial levels beneath that of the Management Board. In this respect, a target figure of
"zero" was defined for the first level beneath that of the Management Board. These reflect the status quo.
This target figure already represents a major challenge due to the small size of the company with its stagnant employee numbers at present, which is resulting in the intensified
utilization of individual members of the personnel for differing managerial functions
across several levels of the hierarchy, as well as due to the current economic situation at
TELES. In the present situation, an increase in the proportion of women is unlikely up to
30.06.2021. Nevertheless, whenever it is filling vacant positions, TELES makes every effort to give appropriate consideration to women when the same professional qualifications occur.
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Corporate Governance
The term corporate governance stands for management and control of companies
aligned to responsible and long-term creation of added value. Efficient co-operation between the Management Board and the Supervisory Board, respect for the shareholder
interests, as well as openness and transparency in the corporate communications are
essential aspects of good corporate governance.
The Management Board and Supervisory Board of TELES AG consider themselves
obliged to provide for the continued existence of the company and for the sustainable
creation of added value by means of responsible corporate management and with a
long-term focus. This corporate vision is based on the recommendations of the German
Corporate Governance Code in its respective valid version. Following an obligatory review most recently in November 2018, the Management Board and Supervisory Board
issued the following compliance statement in accordance with Sec. 161 German Stock
Corporation Law (AktG):
Compliance Statement by the Management Board and the Supervisory Board of TELES AG
Informationstechnologien as per Sec. 161 German Stock Corporation Law (AktG) with the
German Corporate Governance Code in the Version dated 7 February 2017
Pursuant to Sec 161 German Stock Corporation Law (AktG), the Management Board and
Supervisory Board of stock corporations listed on the stock exchange in Germany are
required to issue an annual statement declaring that the recommendations of the "Government Commission German Corporate Governance Code" have been and are being
complied with, or list the recommendations which were not complied with and disclose
the reasons why not. This statement must be permanently accessible for the shareholders.
The German Corporate Governance Code (the "code") contains regulations with differing
binding force. In addition to presenting binding stock corporation law regulations, it also
contains recommendations from which companies can deviate; they are then obliged
however to make full annual disclosures of said deviations. Furthermore, the code contains suggestions which may be deviated from without disclosure.
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The following statement refers to the code in its version dated 07.02.2017 (published on
24.04.2017).
The Management Board and the Supervisory Board of TELES AG hereby state that the
recommendations of the "Government Commission German Corporate Governance
Code" published by the German Federal Ministry of Justice in the official section of the
electronic Federal Gazette have been complied with since the last compliance statement
issued in November 2018 and will be complied with in the future, with the following exceptions.

1. Code Section 3.8 (Management Board and Supervisory Board – D&O Insurance)
The code recommends that when concluding directors' and officers' liability insurance
(pecuniary damage liability insurance), to also agree to a deductible for the Supervisory
Board of the company corresponding to that based on the statutory regulation for Management Board deductibles.
The D&O insurance concluded by TELES does not envisage a deductible for the Supervisory Board. The nature of the Supervisory Board mandate, which is also clarified in the
distinct structure of its remuneration, permits a differentiation between the Management Board and Supervisory Board with respect to the D&O insurance to seem reasonable and appropriate. Furthermore, agreement to a deductible is not considered as suitable for further enhancing the motivation and sense of responsibility of the Supervisory
Board members who are already acting responsibly and in the interest of the company
due to their function.
2. Code Section 4.2.1 (Management Board – Responsibility for Divisions in Internal Rules of
Procedure)
In addition to Sec. 77 German Stock Corporation Law (AktG), the German Corporate
Governance Code recommends that the internal rules of procedure for the Management Board are to regulate especially the divisional responsibilities of the individual
Management Board members.
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The definition of the divisional responsibilities in the internal rules of procedure for the
Management Board members is not required, as the various divisional responsibilities are
stipulated directly in the individual service contracts of the various Management Board
members.
3. Code Section 4.2.3 (Management Board – Remuneration)
In addition to Sec. 87 Para 1 German Stock Corporation Law (AktG), the German Corporate Governance Code recommends that in the event of the premature termination of
Management Board activities, payments are to be limited in terms of the amount (severance payment cap), whereby the calculation of the severance payment cap shall be
based on the complete remuneration in the financial year then ended and also on the
probable complete remuneration in the current financial year as required.
While a severance payment cap has been agreed in the Management Board service contract for Mr. Olbrich, its calculation occurs solely on the basis of the fixed salary.
4. Code Section 5.1.2 (Age Limit for Management Board Members, Diversity)
The code recommends that the Supervisory Board shall define an age limit for members
of the Management Board.
TELES has waived the defining of an age limit for the Management Board, as the expertise of experienced Management Board members shall fundamentally also be available
to the company and exclusion from the Management Board and Supervisory Board solely on the basis of age does not seem to be proper and appropriate.
5. Code Section 5.3 (Supervisory Board, Forming Committees)
The code recommends that the Supervisory Board shall form professionally qualified
committees subject to the specific circumstances of the company and the number of its
members.
The Supervisory Board of TELES AG currently consists of three members and thus constitutes a minimum-sized body. Because the members as a whole also examine and analyze – in addition to their other duties – the individual commit-tee topics referred to in
the code, the formation of committees is not regarded as appropriate for enhancing the
efficiency of the Supervisory Board's work and is therefore not envisaged. To that ex-

© TELES AG Informationstechnologien

Page 37 of 116

Translation –the German version is authoritative

tent, the Chairman of the Supervisory Board is also acting in his position as chairperson
when the Supervisory Board as a whole considers the monitoring of the accounting processes, the effectiveness of the internal control system, the risk management system
and the internal audit system, as well as the audit of the annual financial statements and
in particular the independence of the statutory auditor and the services rendered additionally by same in this context.
6. Code Section 5.4.1 (Composition of the Supervisory Board, Age Limit, Diversity)
The code recommends that the Supervisory Board sets concrete targets for its composition, while taking into consideration the specific corporate situation of the company's
international activities, potential conflicts of interests, the number of independent Supervisory Board members in the meaning of No. 5.4.2., as well as an age limit to be defined for Supervisory Board members and a specified limit to be defined for the length
of membership of the Supervisory Board, in addition to diversity.
The Supervisory Board has not defined concrete targets for its composition to date and
after consideration of the company's specific situation, it also does not intend to set
these targets for the time being. Regarding the composition of the Supervisory Board
and in the interests of the company, value is primarily placed on having the greatest
possible professional competencies, together with inter-national experience, before further criteria are then taken into consideration.
Furthermore, the company has waived the defining of an age limit as well as a specified
limit for the length of membership of the Supervisory Board, as also the expertise of
experienced Supervisory Board members shall fundamentally be available to the company and any exclusion solely on the basis of age does not seem to be proper and appropriate.
7. Code Section 5.4.5 (Supervisory Board – Training and Advanced Educational Measures)
Furthermore, the code recommends that the company shall support in an appropriate
manner the Supervisory Board members with training and advanced education
measures required for the fulfillment of their duties.
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Fundamentally, the company supports the Supervisory Board members with appropriate training and advanced education measures in the context of the reimbursement of
expenses as per the articles of incorporation. As it is unclear which requirements have
to be fulfilled in order that the support provided by the company in the context of this
code recommendation is regarded as appropriate, by way of precaution, a deviation
from the recommendation is declared herewith.
8. Code Section 7.1.2 (Publication of Financial Reports)
In line with the recommendation of the code, the consolidated financial statements shall
be publicly accessible within 90 days after the end of the financial year, while interim
reports shall be publicly accessible within 45 days after the end of the reporting period.
Fundamentally, TELES AG publishes the consolidated financial statements and the interim reports – wherever possible – within these time limits. When required however, it
reserves the right to avail of the statutory deadlines for the disclosures. Deviating from
the recommendations, the consolidated financial statements for the 2017 financial year
and the interim report for Q1 / 2018 were published within the statutory deadline. The
other interim reports 2018 (HY / 2018, Q3 / 2018) were published within the recommended 45 days.
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Statement of legal representatives
We assure to the best of our knowledge that, in accordance with the applicable accounting principles, the annual and consolidated financial statements give a true and fair view
of the net assets, financial position and results of operations of the Company and of the
Group and the course of business in the report on the position of the Company and the
Group including the results of operations and the position of the Company and the
Group are presented in such a way as to give a true and fair view and to describe the
material opportunities and risks of the probable development of the Company and the
Group.

Berlin, June 14th 2019
TELES AG Informationstechnologien
Board of Directors

Prof. Dr.-Ing. Sigram Schindler
Oliver Olbrich
Thomas Haydn
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Consolidated Financial Report
as of 31 December 2018
TELES Group
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Consolidated Balance Sheet
in k€, excluding numbers of ordinary shares

Notes

31.12.2017

31.12.2018

ASSETS
Non-current assets
Property, plant and equipment

4

38

78

Intangible assets

5

4

2

42

80

6

27

16

7, 15

1,450

1,004

Current assets
Inventories
Trade receivables
Receivables from taxes on income

19

1

3

8

189

242

15, 21

254

103

1,921

1,368

1,963

1,448

Ordinary shares (issued and in circulation: 23,304,676)

23.305

23,305

Capital reserve

11,568

14,864

-44,571

-47,603

-262

-22

341

0

9

-9,619

-9,456

14

823

608

10, 15, 22

3,923

5,149

4,746

5,757

Other current assets
Cash and cash equivalents

Total assets
EQUITY AND LIABILITIES
Total Equity

Revenue reserves
Valuation of pension obligations
Currency translation reserve
Non-current liabilities
Non-current provisions
Other financial liabilities
Current liabilities
Trade payables

15

896

852

Provisions for income taxes

19

9

9

Other provisions

14

66

27

Accrued income

11

325

386

13, 15, 22

4,667

2,864

12, 22

873

1,010

6,836

5,147

Total liabilities

11,582

10,904

Total equity and liabilities

1,963

1,448

Other financial liabilities
Other current liabilities
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Consolidated Profit and Loss Account
01. Jan - 31. Dec

in k€, excluding numbers of ordinary shares

Notes
Sales revenues

1

Production costs

1

2017

2018

16, 23

6,796

5,258

16, 23

2,146

1,827

4,650

3,431

Gross profit
Sales and marketing expenses

23

1,344

1,470

Research and development expenses

23

2,588

2,681

Administration expenses

23

1,321

1,323

17

951

902

17

344

182

3

-1,323

Other income

1

Other expenses

1

Operating result/EBIT
Financial income

15, 18, 22

920

0

Financial expenses

15, 18, 22

385

1,707

Result before taxes on income

19

538

-3,030

Taxes on income

19

17

2

521

-3,032

521

-3,032

0

0

Undiluted

0,02

-0,13

Diluted

0,02

-0,13

Undiluted

23,304,676

23,304,676

Diluted

23,304,676

23,304,676

35

-1,296

Net loss
of which attributable to:
Parent company shareholders

20

Minority interests
Result per share from continuing operations

20

Number of underlying shares

Additional disclosure to the consolidated financial statements:
EBITDA

2

1

In accordance with IAS 8.42, we have adjusted the prior-year comparative figures. We refer to note 16, 17
and 23

2

Corresponds to Earnings (2017: k€ 3; 2018: -k€ 1.323) before depreciation (2017: k€ 32; 2018: k€ 27)
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Consolidated Income Statement
01. Jan - 31. Dec

(in k€)

Notes

2017

Net loss

2018
521

-3,032

0

0

-18

-341

-18

-341

27

240

27

240

9

-101

530

-3,133

530

-3,133

0

0

Other comprehensive income:
Other income reclassified in current period affecting net income, net
Currency translation differences, foreign subsidiaries
Other income to be reclassified in subsequent
periods affecting net income, net
Actuarial losses from defined benefit pension plan

14

obligations as per IAS 19
Items not to be reclassified in subsequent periods
affecting net income, net
Other comprehensive income after deduction of
taxes
Comprehensive income after deduction of taxes
of which attributable to:
Parent company shareholders
Minority interests
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Development of Group Equity

December 31, 2016

Total Equity

serve

Currency translation re-

ligations

Valuation of pension ob-

Revenue reserves

Capital reserve

shares

Nominal value of the

(in k€, the number of ordinary shares: 23,304,676)

23,305

11,568

-45,092

-289

359

-10,149

Net loss for the financial year

0

0

521

0

0

521

Other comprehensive income

0

0

0

27

-18

9

23,305

11,568

-44,571

-262

341

-9,619

Net loss for the financial year

0

0

-3,032

0

0

-3,032

Other comprehensive income

0

0

327

240

-341

-101

Loan waiver by main share-

0

3,296

0

0

0

3.296

23,305

14,864

-47,603

-22

0

-9,457

December 31, 2017

holder
December 31, 2018
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Consolidated Cash Flow Statement
Notes

(in k€)
Cash flow from operating activities

01. Jan - 31. Dec
2017

Net profit/loss for the financial year

2018
521

1.201

30

25

Adjustment of the net profit/loss for the financial year to:
Depreciation of property, plant and equipment
Depreciation of intangible assets
Changes to pension obligations
Value adjustment on receivables
Financial result

4
5

2

2

14

71

125

7, 15

-17

-94

-920

1.261

15, 18

Subsequent evaluation of debtor warrant granted by
Sigram Schindler Beteiligungsgesellschaft mbG
Interest result

385

445

0

-327

19

17

2

6

5

11

7, 15

-683

541

8

-53

-53

12

196

196

Provisions and other liabilities

12, 13

-108

-40

Interest paid

15, 18

-7

0

-18

0

Other Non-cash expenses and income
Taxes on income
Charges to other balance sheet items:
Inventories
Trade receivables
Other current assets, prepayments and accrued Current
liabilities
Current liabilities

Effects from exchange rate differences
Taxes on income received

14

-4

-566

-1.042

-18

-65

-18

-65

22

400

920

3, 17

274

36

674

956

90

-151

164

254

254

103

70

0

19

Cash flow from operating activities
Cash flow from investing activities:
Acquisition of property, plant and equipment

4

Cash flow from investing activities
Cash flow from financing activities:
Loans from related parties
Loan from Austrian sponsoring company for research
promotion (FFG)
Cash flow from financing activities
Net change in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

15, 21

Cash and cash equivalents contain: money market
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Group Notes to the Consolidated Financial Statement for the Fiscal
Year 2018
Note 1: General Information
TELES Aktiengesellschaft Informationstechnologien (hereinafter referred to as "TELES
AG") and its subsidiaries (hereinafter referred to as "TELES" or the "Company") are active
in the field of innovative telecommunication technologies and services: TELES is a highperforming supplier of equipment, solutions and services for fixed network and fixedmobile convergence, as well as a Next Generation Network (NGN) service provider.
TELES AG has its registered office in Berlin, Germany. The shares in TELES AG are listed
in the Prime Standard stock exchange segment and are traded on all German stock exchanges.
The majority shareholder in TELES AG is Sigram Schindler Beteiligungsgesellschaft mbH
with headquarters in Berlin.
During the financial year, the Company employed an annual average of 60 employees
(previous year: 58). The employees work in the areas of Sales and Marketing (11, in the
previous year: 10), Research and Development (26, in previous year: 26), Procurement
and Logistics (16, in previous year: 14) and Administration (7, in previous year: 8).
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Note 2: Summary of Significant Accounting Policies
2.1

Fundamentals of presentation

The Group Consolidated Financial Statement of TELES of 31 December 2018 complies
with Sec. 315e HGB [German Commercial Code] in accordance with the provisions of the
guidelines prepared by the International Accounting Standards Board (IASB), London
applicable on the balance sheet date. On 31 December 2018, all of the IAS and IFRS
mandatory in the EU as well as the interpretations of the International Financial Reporting Interpretations Committee (IFRS IC) were complied with.
2.2

Going concern, financing and material uncertainties

On the basis of the assessment of Management, the Company's continuation was considered as given and the Group Consolidated Financial Statement was prepared on the
basis of the "going concern" assumption. In order to close any further gaps in financing,
it was possible to obtain loan commitments totaling € 1.3 million from related parties in
April 2019. Based on the planning for 2019 and 2020, the Management Board considers
the available and contractually secured funds to be sufficient to cover the anticipated
financial requirements until at least mid-2020. In addition, as in previous years, shortterm loans, including interest with related parties and persons in the amount of EUR 2.5
million, were deferred until 31 December 2020 in May 2019.
The continued existence of the parent company and thus of the Group depends on the
fact that the planned sales for the coming months are not unduly exceeded and the outstanding funds from the loan commitments amounting to € 1.3 million are sufficient or
are pushed up if necessary.
For further information on threats to the continued existence of the company, please
refer to the group management report, section "Financing/Investors/Going Concern".
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2.3

Principles of Consolidation

a) Scope of Consolidation
The consolidated financial statements prepared for the financial year 2018 include, in
addition to TELES AG as the parent company, one (previous year: six) subsidiaries. Five
companies were deconsolidated in 2018 because they were liquidated or are immaterial
to the assessment of the Group's net assets, financial position and results of operations.
The deconsolidation of the subsidiaries that were removed from the scope of consolidation took place through profit and loss through the comparison of the disposed assets
and liabilities. From the deconsolidation of the subsidiaries, TELES recognized a net income of T € 328. In this context, we refer to note 18: Financial result and other income
from participations.
A list of subsidiaries included in the Group Consolidated Financial Statement can be
found in Explanation 24.
b) Consolidation Methods
The Group Consolidated Financial Statement includes all companies for which TELES AG
is directly or indirectly able to determine financial and commercial policies in such a way
that the Group companies benefit from the activities of these companies. The financial
statements have been pre-pared in accordance with uniform accounting and valuation
principles. The first time inclusion of companies in the Group Consolidated Financial
Statement begins with effect from the day on which TELES AG takes control of the
subsidiary. Amounts concerning minority shareholders are reported separately.
The consolidation of capital is based on the purchase method. The acquisition values of
the shares are offset against the Group share of the fair value of the respective
Company's equity. The acquired assets and liabilities, including those at the acquired
Company not reported on the balance sheet, are hereby estimated at the fair value on
the date of acquisition. Moreover, non-controlling interests are reported in the balance
sheet in the minority shareholders proportion of the fair values. The positive difference
between the acquisition price and the share of the net fair value is reported as goodwill
and is reviewed at least once per year in regard to its impairment.
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Intra-group transactions are eliminated. Receivables and liabilities between the
consolidated companies are offset against each other. Interim results are eliminated
and internal Group earnings are offset against the correspondent expenses.
In the case of the sale of a subsidiary, the assets and liabilities taken into account up
until this point as well as goodwill attributed to a subsidiary are offset against the
proceeds of the sale.
2.4
a)

Summary of Significant Accounting Policies
Tangible Assets

Tangible assets are recorded on the balance sheet at acquisition cost less scheduled and
if necessary unscheduled depreciation. Revaluations are not carried out. Scheduled depreciation is calculated using the straight-line method over the following periods:
Computer hardware:

3 years

Office and business equipment:

5 years

Installations at rented premises:

10 years or shorter remaining rental period

Others:

10 years

Maintenance and repair costs are recognized in profit or loss when incurred.
b) Intangible Assets
Acquired intangible assets are capitalized, if it is probable that a future economic benefit
is connected with their use. These are recorded on the balance sheet at acquisition cost
less scheduled and if necessary unscheduled depreciation. Scheduled depreciation is
calculated using the straight-line method over the following periods:
Software:

3-5 years

Others:

3-5 years
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c)

Financial Instruments, Assets

Classification from 1 January 2018
The categorization of financial instruments is carried out in accordance with IFRS 9. Possible categories of financial instruments (assets) are:


Financial assets measured at amortized cost



financial assets (debt instruments) that are measured at fair value through profit
or loss;



Financial assets (equity instruments) that are measured directly in equity under
other comprehensive income



Financial assets that are measured in profit or loss.

The financial assets of TELES AG are almost exclusively measured at amortized cost.
The financial assets of TELES AG measured at amortized cost fall under the new impairment provisions of IFRS 9 - "Expected Credit Loss" - which replaces the "incurred loss"
model of IAS 39. For trade receivables, TELES AG applies the simplified impairment
method, which requires risk provisions to be recognized in the amount of the expected
losses over the remaining term for all instruments, irrespective of the credit quality. Depending on the age structure of the receivables, value adjustments are made to the receivables across the Group. The value adjustments are based on historical values
adjusted for prospective expectations.
The acquisition and disposal of financial assets is accounted for on the settlement date.

Classification until 31 December 2017
The financial instruments are categorized in accordance with IAS 39. Possible categories
of financial instruments (assets) are:


Financial assets that are valued at fair value through profit or loss, whereby a distinction is made between those that are (i) initially classified as such and those
that are (ii) classified as held for trading in accordance with IAS 39;



Financial investments held until maturity;
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Loans and receivables;



Financial instruments available-for-sale.

Trade receivables and other receivables are initially recognized at fair value and subsequently assessed at amortized acquisition costs using the effective interest rate method.
In order to take account of the general credit risk, the receivables are summarized in
groups after their maturity date and then value adjustments are made on the basis of
the age structure. However, if so required by the circumstances, appropriate individual
value adjustments are made in individual cases.
The acquisition and sale of financial assets is reported in the balance sheet on the date
of fulfilment.
d) Inventories
Inventories are shown at the average acquisition or manufacturing cost or the lower net
realizable value. Insofar as obsolete inventories that are difficult to sell exist, value reductions are applied.
e)

Cash and Cash Equivalents

The Company considers all highly liquid investments with a term to the acquisition date
of 90 days or less as cash equivalents.
f)

Equity

Decisive for the management of equity are the provisions of the German Commercial
Code (especially Sec. 272) and the German Stock Corporation Act (especially Sec. 71 et
seq., Sec. 192 et seq.) for the separate financial statements of TELES AG as well as the
regulations in accordance with IFRS for the equity of the TELES Group. The aforementioned laws or regulations are the only external restrictions to which the TELES equity is
subject. In the past fiscal year, the Company met all external minimum capital requirements.
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The equity shown in the Group Consolidated Financial Statement corresponds to the
management-controlled equity.
g)

Financial Instruments, Liabilities

The financial instruments are categorized in accordance with IAS 39. Possible categories
of financial instruments (liabilities) are:
Financial liabilities that are valued at fair value through profit or loss, whereby a
distinction is made between those that are (i) initially classified as such and those
that are (ii) classified as held for trading in accordance with IAS 39;
Financial liabilities that are valued at the amortized acquisition costs.
Sigram Schindler Beteiligungsgesellschaft mbH waived loans granted to the Company in
previous fiscal years. On 31 December 2017 and 31 December 2018 respectively, the
Company reported a financial liability in the balance sheet that resulted from a debtor
warrant agreement entered into in connection with the loan waiver. The initial evaluation of the liability was recognized at fair value. The fair value was - in the absence of
market-related values - determined using a discounted cash flow method. The update is
carried out at amortized cost on the basis of estimated future cash flows. These arise as
a continuation of the planning of the company (see 2.5).
Trade liabilities are reported in the balance sheet by the Company at the amortized acquisition costs.
h) Provisions
Provisions are recognized if a current legal or factual liability is created for the Company
as a result of an event in the past, an outflow of resources to fulfil this obligation is
probable and the amount of the obligation can be reliably estimated.
i)

Employee Benefits

The Company reports benefits after the end of employment that are categorized as defined benefit plans in accordance with IAS 19. The total actuarial profits and losses in the
period are recognized in the other result in application of IAS 19.
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Payments for defined contribution plans are recognized as an expense in the profit and
loss account, if they are due.
j)

Deferred Tax Assets

Tax liabilities are recognized on the basis of the so-called assets and liability method:
Deferred income taxes are created for all significant temporary differences between the
tax and accounting-related basis of assessment of the assets and liabilities and tax loss
carry forwards on the basis of the statutory tax rates. Deferred tax assets are reduced
by a valuation discount, insofar as it is likely on the basis of the known circumstances
that a part or all of the total deferred tax assets cannot be used. Deferred taxes are
shown as long-term assets or liabilities.
k)

Impairment of Assets

Assets are checked on each balance sheet date as to whether events or changes in
circumstances indicate that the book value is not to be realized and thus a value
reduction is required.
l)

Research and Development Costs

Research costs are recorded as expenses at the time they are incurred. Costs incurred in
connection with the Company's own development of software for the sale of certain
telecommunications devices are examined in regard to their capitalization as internally
generated intangible assets. In addition to the general requirements for the
capitalization and initial assessment, the technical and commercial feasibility must be
demonstrated for the approach and the allocated expenditure must be reliably
measurable. Furthermore, it must be probable that the intangible asset value will lead to
a future economic benefit, is unambiguously identifiable and can be assigned to a
specific product. If the research phase is not clearly distinguished from the development
phase, the total costs are treated as re-search costs.
m) Leases
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Leases that the Company has entered into are classified as operating leases, insofar as
the Company is not to be seen as a beneficial owner. The leasing rates are reported
during the period in which they were generated in the income statement.
Leased items which are attributable to the Company as the beneficial owner are
capitalized and depreciated over their normal useful life or the shorter duration of the
leasing contract. Accordingly, the liability that arises from the lease is recognized under
liabilities and reduced by the repayment portion of the paid lease rates.
n) Translation of Foreign Currencies
The currency of the primary economic environment in which the individual Group
companies are active is seen as the "functional" currency. In the case of the TELES AG
subsidiaries, this corresponds to the respective local currency of the Company.
Accordingly, all assets and liabilities are valued at the current exchange rate on the
balance sheet date. The translation of income and expenses is carried out using the
monthly average exchange rates for the year. Profits and losses from the translation of
the financial statements of the Group companies are not included in the profit and loss
account but in the other changes in equity. Profits and losses from foreign currency
transactions are included in the determination of the annual results.
o)

Principles of Sales Revenue Realization

Accounting method from 1 January 2018
TELES is a telecommunications solutions provider serving a broad range of subscriber,
fixed line replacement and network infrastructure solutions. Our range of services
essentially comprises the following two product and service types.
Maintenance contracts
For the TELES software customers conclude maintenance contracts. The duration of the
contracts is 12 months with a renewal option. The main services within the maintenance
contracts are the service hotline as well as the receipt of software updates.
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The service hotline is available to our customers as needed. The fulfillment of the
performance obligation takes place over a period of time.
As part of its contractual relationship with TELES, TELES software updates provide
customers with access to the most recent version of the software. TELES determines the
time interval between the provision, the scope and the design of the current software
updates. These do not constitute a separate performance obligation.
In addition, TELES determines if and when a completely new software version will be
transmitted to the customer. The new software version will be transmitted as and when
it is completed. The commitment to software versions that are not further specified is
the so-called "stand ready obligation", which is realized in accordance with IFRS 15 over
the period of the maintenance contract.
Software licenses
Software licenses are telecommunications products that are standard software. The
license grants the customer a right to use the (static) intellectual property of TELES
(licensor) at the time of granting, i.e. Customers may use the licensed Software in the
form and with the functions available at the time of licensing. Therefore, the realization
of revenue is timely with the transfer of the license to the customer, i.e. when delivering
the software.
Contract balances
a) Contract assets
A contract asset is the right to receive consideration in exchange for goods or services
transferred to a customer. If the Group meets its contractual obligations by transferring
goods or services to a customer before the customer pays the consideration or before
the payment becomes due, a contract asset is recognized for the contingent
consideration.
b) Trade receivables
A claim is the unconditional claim of the Group for consideration (i.e. the due date
automatically occurs through the passage of time). The accounting policies for financial
assets are explained in section c) Financial Instruments.
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c) Contract liabilities
A contractual obligation is the obligation of the Group to transfer goods or services to a
customer for which it has received (or is yet to receive) a consideration from it. If a
customer pays consideration before the Group transfers goods or services to it, a
contract liability is recognized when the payment is made or due, whichever is the
earlier. Contract liabilities are recognized as revenue as soon as the Group fulfills its
contractual obligations.
Warranties
TELES grants warranty claims only in the usual legal framework. In this respect, they are
assurance-type warranties, which are to be accounted for as provisions.

Accounting method until December 31, 2017
Products
The Company realized revenues from product sales (software and licenses) on the basis
of a corresponding contract, as soon as the product has been delivered, the sales price
is fixed or determinable and no significant commitments to customers exist, and the
collection of the receivables is deemed probable. The Company makes provisions for all
potential costs through product withdrawals, warranty services and other costs
according to experience values.
Services
Sales revenue from the provision of services is realized, if these have essentially been
provided in full and are chargeable. The Company provides both services that are to be
completed within a certain period as well as services that are provided over several
periods. If the contractually agreed services extend beyond the balance sheet date and
have already been in-voiced but not delivered or rendered but not yet billed services are
deferred.
Transport and Shipping Costs That Are Passed On
The Company shows shipping costs that are passed on in sales and the associated costs
in the production costs.
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p) Production Costs
In addition to the cost of direct materials and direct manufacturing expenses, the production costs for products sold as well as the impairment to inventories.
q) Earnings per Ordinary Share
The undiluted annual net income per ordinary share is calculated on the basis of the
weighted average number of ordinary shares in circulation during the reporting period.
Own shares reduce the number of ordinary shares in circulation. The diluted net income
per ordinary share is calculated on the basis of the weighted average number of ordinary shares and diluted common equivalent shares in circulation during the reporting
period.

r)

Segment Reporting

Internal management of the Company forms the basis for segment reporting (management approach). External segment reporting is on the basis of the internal organizational
and management structure and the coordinated internal financial reporting to the highest governance body (Chief Operating Decision Maker).
s)

Government Grants

Government grants are recognized when there is reasonable assurance that the grants
will be granted and the company will meet the related conditions. Expense-related
grants are recognized as other operating income over the period over which the corresponding expenses that they are intended to compensate are recorded. Grants for an
asset are recognized in income over the estimated useful life of the relevant asset.
2.5

Important Discretionary Decisions, Estimates and Assumptions

During preparation of the Group Consolidated Financial Statement, the Management
Board has to make estimates and assumptions in accordance with the generally accept-
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ed accounting principles that affect the reported amounts in the Group Consolidated
Financial Statement and Notes.
In previous financial years, Sigram Schindler Beteiligungsgesellschaft mbH waived the
loans granted to the company in the amount of EUR 15.0 million. For the accounting of
this waiver, please refer to note 9.3. Capital reserve and to note 15 Financial instruments.
As of December 31, 2018, the Company recognizes a financial liability resulting from the
debtor indemnity agreements that were made in connection with the loan waivers in
fiscal years 2009, 2010 and most recently in 2011. The resurgence of the liability is linked
to a positive result (EBITDA). If certain amounts are recovered, at least 30% of the contractually defined free cash flow must be used to repay them. The "free cash flow" results from the EBITDA less imputed income taxes (10%) and less all due payment obligations to third parties. The Company has the right to use a higher proportion of the "free
cash flow" for repayment. Until full payment of the amounts paid, they will earn interest
at 12%.
The initial valuation of the liability was made at fair value. The fair value was determined
using a discounted cash flow method due to the lack of market-related values. The
change is carried out at amortized cost using the original and fixed effective interest rate
and the expected cash flows (IFRS 9.5 or IAS 39.AG8) based on the current budget approved by the Supervisory Board. In doing so, the future estimated cash flows are projected on the basis of certain assumptions about the time until the repayment of the
waived loans and the interest has been fully repaid. Due to the valuation with the market-related discount rate of 12%, the book value essentially corresponds to the fair value
of the liability.
The revival and finally the pay ability of the amounts depend on certain operational
conditions. The key assumptions on which the calculation of the amount payable is
based therefore include assumptions regarding sales and earnings development. Based
on the one-year budget planning of the company, the future cash flows for the period
until the theoretical repayment of the nominal value of the waived loans (EUR 15.0 million) and the related interest are estimated. The valuation contains a high level of planning and forecasting uncertainty, as it depends on the future development of TELES and
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the uncertainty increases due to the increasing shift of the estimated full repayment
date into the future. These uncertainties are taken into account by a risk discount of
40% (previous year: 40%).
The main starting point is therefore the forecast for the sales and earnings development
of the coming financial year (see management report). Plan adjustments in the coming
financial year have a direct impact on the valuation of the debtor's compensation
agreement in the following year.
The result of the subsequent valuation as at 31 December 2018 results in an expense of
EUR 1,261 thousand (previous year: income EUR 920 thousand). This reflects current
budget planning, which means that higher payment flows are expected for the future
compared to the previous year due to higher EBITDAs and the estimated full repayment
period (year 2110, year 2177) has shortened.
The debtor warrant is valued at 31 December 2018 with a present value of EUR 4,616
thousand (previous year EUR 3,355 thousand). If sales were 5% higher or lower according to budget planning, the cash value would have been k€ 1,530 higher or k€ 1,672 lower.
With regard to Management's assessment regarding business continuity and financing,
please refer to point 2.2 in this Note.
At present, a payment is expected from the debtor's agreement from 2022 at the earliest.

2.6

Standards, Interpretations and Amendments which became mandatory for the
first time in the past fiscal year

In its consolidated financial statements, TELES AG regularly takes account of all applicable accounting standards to be applied in the EU from the respective financial year and
implements them.
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The Group applied IFRS 15 and IFRS 9 for the first time. The nature and impact of the
changes resulting from the first-time application of these new accounting standards are
described below.
IFRS 15 Revenue from Contracts with Customers
IFRS 15 (including the amendments to the standard in the context of the clarifications)
supersedes IAS 11 Construction Contracts, IAS 18 Revenues and the related interpretations and, with a few exceptions, applies to all revenues from contracts with customers.
The standard introduces a five-level model for accounting for revenue from contracts
with customers. Under IFRS 15, revenue is recognized in the amount of consideration
that a company is expected to receive in exchange for the transfer of promised goods or
services to a customer. IFRS 15 requires companies to make judgments in applying each
stage of the model to contracts with their clients and to consider all relevant facts and
circumstances. The standard also governs the accounting of the additional costs of initiating a contract and the costs directly related to the performance of a contract. Finally,
the standard contains extensive disclosure requirements. The first-time application of
IFRS 15 did not have a material impact on the Group's financial and earnings position.
Please refer to the presentation of the accounting policies.
There were contractual assets in the amount of T € 78 and contractual liabilities from
the provision of services in the amount of T € 386 as well as advance payments received
on product purchases in the amount of T € 105. Please refer to notes 8, 11 and 12.
IFRS 9 Financial Instruments
IFRS 9 Financial Instruments replaces IAS 39 Financial Instruments: Recognition and
Measurement for financial years beginning on or after January 1, 2018. The new standard combines all three aspects of accounting for financial instruments: classification and
measurement, impairment and hedge accounting.
Trade receivables, other assets and loans continue to meet the criteria for accounting at
amortized cost. The regulations for the classification and measurement of financial liabilities essentially correspond to the previous provisions of IAS 39. The comparative period was not adjusted. There are therefore no changes.
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The following table and accompanying notes explain the original measurement category
in accordance with IAS 39 and the new measurement category in accordance with IFRS 9
as of January 1, 2018 for each class of financial assets and financial liabilities formed by
the Group.

in k€

Valuation category
in accordance with
IAS 39

Financial assets
Trade payables

IFRS 9

Book value
in accordance with
IAS 39

IFRS 9

loans and receivables

amortized cost

1,450

1,450

Other current assets

loans and receivables

amortized cost

189

189

Cash and cash equivalents

loans and receivables

amortized cost

254

254

Long-term financial liabilities
Other financial liabilities

amortized cost

amortized cost

3,923

3,923

Short-term financial liabilities
Trade receivables

amortized cost

amortized cost

896

896

Other financial liabilities

amortized cost

amortized cost

4.667

4.667

Other current liabilities

amortized cost

amortized cost

873

873

The first-time application of IFRS 9 has fundamentally changed the accounting for impairment losses on financial assets of the Group: In place of the model of losses incurred under IAS 39, a forward-looking model of expected credit losses has replaced
them.
The impairment model provides for the recognition of expected credit losses at the time
of initial recognition. Basically, this initially refers to the expected losses of the next
twelve months. If credit risks worsen, consideration is extended to the entire life of the
instrument. For trade receivables and contract assets, the simplified impairment model
of IFRS 9 is applied, which means that the entire term of the receivable is assessed from
the outset (see note 15: Financial instruments).
TELES currently does not apply hedge accounting, but reserves the option of IFRS 9 on
the application of the hedging criteria under IAS 39 for the future.
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In summary, it should be noted that the effects of the first-time application of IFRS 9 for
TELES AG are overall low.
In addition, a number of other statements by the IASB have come into force that has no
effect on TELES.

2.7

Standards, Interpretations and Amendments that shall become mandatory in
Future Reporting Periods (published but not yet mandatory applicable standards)

The statements of the IASB listed below have already been published, although their
application is not yet mandatory and their applicability may still require their incorporation into EU law ("endorsement"). Voluntary early application is not planned.

Standards/Interpretations
IFRS 1 and IAS 8

Application

Adoption

obligation 1

EU law

Amendments to IAS 1 and IAS 8 January 1, 2020

to Foreseeable effects

pending

No significant effects

yes

The effects are shown in the fol-

"Definition of material"
IFRS 16

Leases

January 1, 2019

lowing explanations
IFRS 9

Changes at IFRS 9 – Prepayment January 1, 2019

yes

No significant effects

arrangements with negative compensation
IFRS 17

Insurance contracts

January 1, 2021

no

none

IFRIC 23

Uncertainty regarding the in- January 1, 2019

no

immaterial

no

none

no

immaterial

come tax treatment

IAS 28

Changes to IAS 28 – Long-term January 1, 2019
investments in associates and
joint ventures

Several
ards

Stand- Yearly amendments to the In- January 1, 2019
ternational Financial Reporting
Standards,
cycle 2015 until 2017

1

In the event of an outstanding takeover into EU law, the date of entry into force of the IASB will be taken into effect.
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IFRS 16 - Leases
IFRS 16 "Leases" was published in January 2016 and supersedes IAS 17 "Leases" as well
as all interpretations relating to lease accounting. The new standard sets out the principles for recognition, valuation, presentation and disclosure of leases. In addition, IFRS 16
requires lessees to recognize all leases on a single model similar to the accounting for
finance leases in accordance with IAS 17. As a result of the implementation of IFRS 16,
there will be essentially no changes for the lessor in accounting compared to the currently valid IAS 17. The new standard is effective for fiscal years beginning on or after
January 1, 2019. Early application is generally permitted, but only if IFRS 15 is also applied. Lessees may choose either a full or a modified retrospective approach when first
applying the new standard.
In principle, assets (rights of use) and leasing liabilities are to be accounted for in the
context of leasing contracts, with a few exceptions. For lessors, the classification under
IAS 17 in operating leases and finance leases is also retained in accordance with IFRS 16.
TELES is primarily a lessee in accordance with IFRS 16 with regard to leased premises
and leased company vehicles. In that regard, a different accounting under IFRS 16 will
result. The new regulation will therefore lead to an increase in the consolidated balance
sheet. On the one hand, non-current assets will increase due to the capitalization of usage rights. On the other hand, long-term financial liabilities will increase as a result of
the passivation of the present value of the lease payments. The first application date is
January 1, 2019 and is modified retrospectively. TELES will apply the lease exemptions
provided for in this Standard for leases that expire within twelve months of the date of
first-time application and on leases for lower value assets. She has leased certain office
equipment (such as printers and photocopiers) classified as low value. TELES has calculated the marginal borrowing interest rate at 10%.
On the basis of currently available data, an increase in the balance sheet total of around
€ 918 thousand is expected. In the income statement, the expenses from the operating
leases amounting to € 331k are replaced by the depreciation of the rights of use of €
286k and the interest expense of € 87k recorded in the financial result. This will lead to
an increase in EBIT or EDITDA of around T € 45 and T € 286, respectively, in 2019. In the
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amount of the future repayments of the lease liabilities, the operating cash flow will also
improve as repayments will in future be shown in the cash flow from financing activities.
For the scope of the operating lease obligations as at 31 December 2018 please refer to
Note 21.2.
As part of subletting to the shareholder, TELES assumes the role of lessor. This results in
other income from recharges of T € 117. The sublease rate is an operating lease.
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Note 3: Essential Components of the Operating Result
01. Jan – 31. Dec
2017

2018

32

27

30

25

2

2

Inventories

518

293

Inventory procurement and production costs recognized as ex-

518

293

-17

-51

-15

110

99

110

-114

0

4,697

5,044

326

345

22

22

0

22

355

129

81

93

274

36

(in k€)
Depreciation
(included in production costs and operating expenses)
of which: scheduled depreciation of property, plant and equipment
of which: scheduled depreciation of intangible assets

penses
including: reversal of inventory write-down
(included in production costs)
Value adjustments on trade receivables
(included in operating expenses, sales and marketing)
of which: value adjustments
of which: reversals of value adjustments
Personnel costs

including: employer's contribution to the statutory pension
insurance
including: employer's contribution to the defined contribution plan
including: severance payments
Public sector grants
Research premium (included in research and development expenses)
Investment grants from Austrian Forschungsförderungsgesellschaft mbH (Austrian sponsoring company for research promotion)
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Note 4: Tangible Assets
The tangible assets developed as follows in the fiscal years 2017 and 2018:

Computer
hardware

Office and
business
equipment

(in k€)
Acquisition cost
As of 31.12.2017

Installations
in rented
rooms

Miscellaneous

Total

6.584

22

681

210

7.497

Additions

23

39

0

4

65

Disposals

0

0

0

0

0

6.606

61

681

214

7.562

6.560

16

681

202

7.459

Additions

17

6

0

1

25

Disposals

0

0

0

0

0

6.576

22

682

203

7.484

12/31/2017

24

6

0

7

38

12/31/2018

30

38

-1

10

78

As at 31.12.2018
Depreciation
As of 31.12.2017

As at 31.12.2018
Residual book values for
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Note 5: Intangible Assets
Intangible assets include software licenses and developed as follows in 2017 and 2018:
(in k€)

Total

Acquisition cost
As of 31.12.2017

4.286

Additions

0

As at 31.12.2018

4.286

Depreciation
As of 31.12.2017

4.282

Additions

2

As at 31.12.2018

4.284

Residual book values for
12/31/2017

4

12/31/2018

2

All intangible assets have a limited period of use.
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Note 6: Inventories
(in k€)

31.12.2017

Finished products

31.12.2018

27

16

Reported at net realizable value

0

0

Range > one year

1

0

Including inventories which are:

For the year 2018, a total k€ 51 of value increase was made. These result primarily from
the sale of previously impaired residual inventories in the Carrier Solutions business
unit. In the previous year, the increase in value amounted to k€ 17.

Note 7: Trade Receivables
(in k€)

31.12.2017

Trade receivables
Minus value adjustments on receivables

31.12.2018

2.009

1.477

559

473

1.450

1.004

Trade receivables include a non-current portion of k€ 14 as of December 31, 2018 (as of
December 31, 2017: k€ 224).
Trade receivables are agreed individually, possibly taking into account local customs.
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Note 8: Other Current Assets
(in T€)
Contract assets (previous year: services not yet invoiced)
Pre-payments
Claims from life insurance policies
Sales tax claims (VAT)
Receivables from related parties
Other

31.12.2017
23
50
65
24
4
23
189

31.12.2018
78
44
65
16
9
30
242

Note 9: Equity
The fully paid up share capital is composed of 23,304,676 no-par value shares with a
calculated value of EUR 1.00 each.
9.1

Authorized Capital

By resolution of the Annual General Meeting on August 8, 2017, the Management Board
is authorized to issue the capital stock with the approval of the Supervisory Board until
December 31, 2021, once or several times for a total of EUR 11,652,338.00 against cash
and / or non-cash contributions by issuing up to 11,652. 338 new no-par-value bearer
shares (Authorized Capital 2017 / I).
By resolution of the Annual General Meeting on 8 August 2017, the authorized capital of
14 October 2015 was canceled (Authorized Capital 2015 / I).

9.2

Own shares

The company does not hold any own shares.
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9.3

Capital Reserves

The capital reserve includes premiums from the issuance of shares less offsetting
against profit and loss in the context of the company acquisitions in the past according
to US-GAAP according to the interest consolidation method.
At 31 December 2018 and 2017, the capital reserve continues to include k€ 14,981, resulting from the settlement of a loan due to a waiver by the shareholder Sigram
Schindler Beteiligungsgesellschaft mbH, less k € 11,626, resulting from a loan waiver
with the shareholder Correction agreement taken (refer to 15.2).
On December 31, 2018, the majority shareholder waived loans amounting to € 3,296k.
The waiver was recognized directly in equity in the capital reserve. For more information, please refer to Explanation 15.
9.4

Valuation of Pension Obligations

In addition, equity is increased by € 240 thousand for actuarial gains from defined benefit obligations in accordance with IAS 19 to € -22 thousand (previous year: € -262 thousand).

Note 10: Other long-term financial liabilities
Other non-current financial liabilities consist of the improvement agreement and loans
and are composed as follows:
(in k€)

31.12.2017

Debtor warranty agreement, Sigram Schindler Beteiligungsgesellschaft mbG
Loan Sigram Schindler Beteiligungsgesellschaft mbH
Loan Prof. Dr. - Ing. Sigram Schindler
Loan Österreichische Forschungsförderungsgesellschaft (FFG)
(Austrian sponsoring company for research promotion)
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31.12.2018

3,355

4,616

0

0

70

0

498

533

3,923

5,149
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For more information please refer to note 15 and note 22.

Note 11: Contract liabilities from services / Accrued Income
The amounts recognized under this item relate to contractual debts or deferred revenue
from the provision of services.
(in k€)

2017

As of 1 January

2018
347

325

Accrued in the reporting period

3.320

3.371

Recognized in the reporting period affecting net income

3.342

3.310

325

386

As of 31 December

Note 12: Other current liabilities
Other current liabilities are made up as follows:
(in k€)

31.12.2017

31.12.2018

Personnel-related liabilities

495

809

Payments received

146

105

0

56

232

40

873

1,010

VAT liabilities
Other

The item "Personnel-related liabilities" mainly includes liabilities from the areas of unused vacation, accruals and commissions, accruals for variable salary, salary waivers /
deferrals and liabilities from payroll tax and church tax.
TELES has entered into agreements on the waiver or deferral of salary components on
the basis of individual contracts with employees in the Group. The agreements cover the
period from September 1, 2018 to June 30, 2019. The agreements stipulate that TELES
AG, Berlin, or TELES Communication Systems GmbH, Vienna, will pay the employees a
profit sharing fee of 1.2 - pays up to 1.3 times the waived / deferred salary, insofar as it
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has been possible to hold an investor in the corporation or to dispose of the corporation, in whatever form, until expiration of the time limit. The obligation does not apply if
a claimant dissolves the employment relationship within the agreed period. As of December 31, 2018, the Group has recognized an amount of T € 214 from this obligation.

Note 13: Other financial liabilities
Other financial liabilities are composed as follows:
(in k€)

31.12.2017

Liabilities to related parties
Liabilities at record date

31.12.2018

4,486

2,721

181

143

4,667

2,864

Short-term loans to related parties were extended until May 31, 2020, including accrued
interest, in May 2019. The position " Liabilities at record date" includes liabilities from
the areas of rent and annual financial statements.
Please refer to Note 22 for related party disclosures.

Note 14: Provisions
The company recognizes the following provisions:
(in k€)

31.12.2017 31.12.2018

Non-current provisions
Employee benefits in accordance with IAS 19

823

608

823

608

66

66

66

66

Current provisions
Other provisions
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The provisions are comprised as follows:
(in k€)
31.12.2017

Utilized

Released

Allocated 31.12.2018

Non-current provisions
Employee benefits

823

0

218

4

608

823

0

218

4

608

0

0

0

0

0

Litigation risks

22

0

22

0

0

Warranties

16

0

16

0

Other

28

19

9

69

69

66

19

47

69

69

Current provisions
Government tax audit

The outflow of assets is -with the exception of the above amount for non-current
shown as long term -essentially expected within the next financial year.

14.1

Non-current provisions – Employee benefits

The recognized long-term provisions for "employee benefits" are defined benefit obligations in accordance with IAS 19.
a) Clearance claims
Due to the legal provisions in Austria, employees of TELES Communication Systems
GmbH, Vienna, are entitled to so-called severance payments. Severance payments are
due when an employee leaves the company for certain defined reasons. The amount of
statutory severance payments depends on the length of service completed until retirement; For employees who joined the company as of January 1, 2003, the severance
payment obligation no longer applies.
b) Anniversary money payment
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In addition, TELES is obliged by a company agreement to make certain payments to employees of TELES Communication Systems GmbH, Vienna, on an anniversary (length of
service).
(in k€)
2017

Net present value
Severance
Anniversary
claims
obligation

1 January

Total

652

153

805

Current service cost

31

10

41

Interest expense

11

3

14

-26

-11

-37

16

2

18

0

0

0

668

155

823

Expenses in the reporting period

Actuarial loss
Subtotal included in the costs
Benefits paid
Total 31 December

(in k€)
2018

Severance

Anniversary

claims

obligation

1 January

Total

668

155

823

Current service cost

30

10

40

Interest expense

12

3

14

Actuarial loss

-240

-30

-270

Subtotal included in the costs

-198

-17

-215

0

0

0

470

138

608

Expenses in the reporting period

Benefits paid
Total 31 December

The actuarial gain results entirely from changes in financial assumptions.
The projected unit credit method was used to determine the extent of the obligation.
Future salary increases that affect the severance pay entitlement have been taken into
account.
The following assumptions were used to determine the defined benefit obligation:
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2017

2018

(in %)

(in %)

discount rate (actuarial interest rate):
Severance claims

1.75

1.75

Anniversary obligations

1.75

1.75

Severance claims

3.0

1.0

Anniversary obligations

3.0

1.0

Salary trend:

2017

2018

(in years)

(in years)

Assumed retirement age (normal pensionable age):
Severance claims
Men

65

65

60 - 65

60 - 65

65

65

60 - 65

60 - 65

Severance claims

Date of entry

Date of entry

Anniversary obligations

Date of entry

Date of entry

Women
Anniversary obligations
Men
Women
Finanzierungsbeginn:

Finanzierungsende:
Severance claims

respective
respective
effective pereffective performance date formance date

Anniversary obligations

respective
respective
effective pereffective performance date formance date

Fluktuation
Severance claims

Non

Non

Anniversary obligations

Non

non

The calculation basis for the determination of severance pay claims and the jubilee
commitment is AVÖ 2008-P (Association of Actuaries in Austria), calculation bases for
pension insurance, Pagler & Pagler, salaried employees - generational panel.
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A quantitative sensitivity analysis for the key assumptions as of December 31, 2018 and
December 31, 2017 was performed as follows:

Interest sensitivity
1. interest rate
2. salary trend
3. Inflation
Obligation as of 31.12.2018
Severance
Percentage effect
Anniversary
Percentage effect
Dienstzeitaufwand
Severance
Percentage effect
Anniversary
Percentage effect
Aufwand in der GuV 2018
Severance
Percentage effect
Anniversary
Percentage effect
Sensitivity with regard to salary trend
1. interest rate
2. salary trend
3. Inflation
Obligation as of 31.12.2018
Severance
Percentage effect
Anniversary
Percentage effect
Service cost
Severance
Percentage effect
Anniversary
Percentage effect
Expenses in the 2018 income statement
Severance
Severance
Anniversary
Severance
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Current assumption
1.75%
1.00%
0.00%
608
470
138
27
19
8
38
27
11
Current assumption
1.75%
1.00%
0.00%
608
470
138
27
19
8
38
27
11
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Variation 1
2.75%
1.00%
0.00%
520
398
-15.34%
123
-11.65%
23
15
-18.15%
7
-12.96%
37
26
-2.65%
11
-1.17%
Variation 1
1.75%
3.50%
0.00%
659
512
8.92%
148
6.67%
30
21
11.27%
9
8.08%
41
30
10.56%
11
7.76%

Variation 2
0.75%
1.00%
0.00%
716
558
18.83%
158
13.95%
33
23
22.72%
10
15.89%
38
27
0.97%
11
0.64%
Variation 2
1.75%
2.50%
0.00%
562
431
-8.13%
130
-6.15%
25
17
-10.12%
8
-7.34%
34
25
-9.52%
10
-7.07%
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The above sensitivity analysis was calculated based on a methodology that takes into
account the extrapolated impact on defined benefit obligations as a result of appropriate changes in the assumptions made at the end of the period.
The following are the expected payments to defined benefit obligations over the next
few years:
(in k€)

2017

Within the next twelve months 12 (next reporting period)

2018
3

1

58

47

Between 5 and 105 years

109

119

Total expected payments

170

167

Between 2 and 5 years

14.2

Short-term Provisions

Over time, the Company may be involved in litigation and litigation arising in ordinary
business dealings. The Company generally recognizes provisions for such cases when it
is probable and an amount can be estimated.
Litigation risks
The assessment of the process risks is based on the relevant estimates of the company.
There were no litigation risks as of the reporting date.
Warranty
The Company generally agrees with its commercial customers on the sale of telecommunications products for a warranty period of twelve months; in individual cases, the
statutory warranty period of two years applies. Estimated future warranty obligations
for certain products are deferred at the time revenue is recognized. These provisions
are based on historical experience and the assessment of future claims. As of the balance sheet date, TELES does not expect any claims under warranty obligations.
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Note 15: Financial instruments
15.1

Significance of financial instruments

The Company has financial instruments in the following categories:
(in k€)

31.12.2017

31.12.2018

Financial assets
Financial assets measured at amortized cost or loans and receivables
Trade receivables

1,450

1,004

254

103

1,704

1,107

3,923

3,888

896

858

4,667

2,864

9,486

7,610

Cash and cash equivalents

Financial liabilities
Financial liabilities measured at amortized acquisition costs
Other financial liabilities (non-current)
Trade payables
Other financial liabilities (current)

The Company does not have financial instruments in other categories.
a)

Loans and Receivables

(in k€)

31.12.2017

Trade receivables

31.12.2018

1,450

1,004

1,450

1,004

b) Trade receivables
The trade receivables recognized as of December 31, 2018 are almost exclusively those
from corporate banking (contracts are generally concluded with medium-sized compa-
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nies). These claims are always valued individually. There is no significant concentration
of credit risk as the customer base is wide and there are few correlations. In addition,
the risk of bad debts is reduced by a careful selection of the contractual partners as well
as by advance payments.
The creditworthiness of the contractual partners is constantly monitored. In the event of
a significant deterioration in the creditworthiness of the contracting party, the company
endeavors to reduce existing positions as quickly as possible. New positions will no
longer be entered into with such contractual partners.
Value adjustments for trade receivables resulted in the following effects on income:
(in k€)

1 January – 31. December
2017

2018

Trade receivables
Value adjustments
Reversals of value adjustments

99

110

-114

0

-15

110

The value adjustment account for trade receivables developed as follows:
(in k€)

31 December
2017

Value adjustments of trade
receivables

559

Utilized
204

Allocated

Reclassification
0

110

2018
464

With regard to the creditworthiness of trade receivables that are neither in arrears nor
impaired, reference is made to the comments below on credit risk.
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TELES AG applies the simplified impairment method for trade receivables, adjusted for
prospective expectations. Depending on the age structure of the receivables, value adjustments were made to the receivables across the Group in 2018. The value adjustments are based on the following matrix:
(in days)
Becoming due
Impairment

Delay of payment
> 90
> 180
50 %
70 %

> 30
10 %

> 360
90 %

Trade receivables recognized in the previous year include those for which there is a delay in payment, but these are not considered impaired:
(in k€)

Delay of payment
No
payment delay,
no impairment

31 December 2017

<= 3
months

953

>3
and
<= 6
months

234

213

>6
months
and
<= 1
year
50

>1
year

Total

0

1.450

The fair value of trade receivables essentially corresponds to their book value. For further information please refer to note 7.
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15.2

Financial liabilities that are measured at amortized acquisition costs

(in k€)

31.12.2017

31.12.2018

Other financial liabilities (long-term)
Debt warrant Sigram Schindler Beteiligungsgesellschaft mbH

3,355

4,616

70

0

498

534

3,923

5,149

3,177

162

0

1,037

1,198

1,326

111

195

32

40

4,486

2,721

Other provisions for closing and auditing cost

151

133

Other provisions for rent and operation costs

20

10

Other provisions

10

0

181

143

4,667

2,864

896

858

9,486

8,865

Loan Prof. Dr. - Ing. Sigram Schindler
Loan
(FFG)

from

Österreichische

Forschungsförderungsgesellschaft

Other financial liabilities (short-term)
Loan Sigram Schindler Beteiligungsgesellschaft mbH
Loan Prof. Dr. - Ing. Sigram Schindler
Loan from a family member of a person in a key position
Other related parties
of which to the shreholder SSBG

Trade payables
Total financial liabilities

The financial liabilities have the following maturities:
Financial year 2018
(in k€)
Other
financial
(long-term)

Payable
daily
liabilities

Trade payables
Other
financial
(short-term)

liabilities

Total
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Up to 3
months

3 to 12
months

1 to 5
years

Over 5
years

Total

0

0

0

533

0

533

244

359

147

110

2

852

0

0

338

2,526

0

2,864

244

351

485

3,169

2

4,249
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Financial year 2017
(in k€)
Other
financial
(long-term)

Payable
daily
liabilities

Trade payables
Other
financial
(short-term)

3 to 12
months

1 to 5
years

Over 5
years

Total

0

0

0

568

0

568

466

417

13

0

0

896

0

0

292

4,375

0

4,667

466

417

305

4,943

0

6,131

liabilities

Total

Up to 3
months

In addition, at the earliest from 2022 a payment is expected for the debtor warrant.
Short-term loans from related parties were extended in May 2019 and interest was deferred (see note 24.1
The financial liabilities, the cash inflows and outflows of which are shown in the cash
flow statement from financing activities, developed as follows in the financial year 2018:
(in k€)

01.01.2018

Cash flow
out of financing
activities

Other
changes

Reclassification

31.12.2018

Other financial liabilities

3,923

36

1,261

-70

5,149

Long-term financial debts

3,923

36

1,261

-70

5,149

Other financial liabilities

4,667

920

-2,793

70

2,864

Short-term financial debts

4,667

920

-2,793

70

2,864

Total

8,590

956

-1,532

0

8,013

(in k€)

01.01.2017

Other
changes

Reclassification

31.12.2017

Other financial liabilities

4,750

Cash flow
out of financing
activities
343

-920

-250

3,923

Long-term financial debts

4,750

343

-920

-250

3,923

Other financial liabilities

3,753

330

334

250

4,667

Short-term financial debts

3,753

330

334

250

4,667

Total

8,503

674

-587

0

8,590
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The other changes in long-term financial liabilities relate in particular to the revaluation
of the debtor warrant and interest accrued on short-term financial liabilities and, in
2018, to the loan waiver.
a) Trade payables
The liabilities recognized as of the balance sheet date predominantly mature within one
month.
b) Financial income and expenses
Net financial income and expenses for financial assets measured at amortized cost
amount to T € 0 (previous year: T € 920).
Net financial income and expenses for financial liabilities measured at amortized cost
amount to T € 1,698 (previous year: T € 379).
The total interest expense for financial assets is T € 9 (previous year: T € 6).
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15.3

Risks from financial instruments

TELES uses a set of coordinated risk management and control systems; these serve u. a.
identifying, measuring and managing risks from financial instruments. Exposures can
mainly arise in the form of credit and liquidity risks as well as market risks.

a) Credit risk
The default risks of the Company are limited to a standard business risk, which is taken
into account by the creation of value adjustments. Basically, the creditworthiness of new
customers and regularly also of existing customers is checked on the basis of standard
market information. In addition - as far as possible and indicated - with down payments
worked. Furthermore, customary payment letters of credit and / or payment guarantees
are agreed in foreign business, particularly in non-European business. In individual cases - as described below, for example, in connection with the sales partner - detailed
evaluations of the economic situation are carried out.
In the financial year 2018, TELES achieved a share of sales of approx. 5% with the largest
single customer. A total of approx. 9% of sales were realized with the next two largest
customers. Further sales and the resulting trade receivables are widely spread. In individual cases and insofar as it was appropriate to enter into such risk exposures / liabilities with regard to the amount as well as the terms of payment and their permanent
valuation, TELES has detailed evaluations of the economic situation on the basis of current actual figures as well as further information of the customers performed.
The maximum default risk results from the book values of the receivables.
The cash and cash equivalents are mainly invested in two renowned financial institutions. A default risk does not exist in this case.
b) Liquidity risk
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Financial control instruments are used across the Group for monitoring and controlling,
in particular weekly liquidity reports.
The liquidity of the company remains very tense. The financing of TELES will continue to
be largely provided by related parties through the extension of existing loans and the
deferral of interest thereon and the granting of new loans. Please refer to the section
"Financing / Investors / Going Concern" in the Group Management Report.
c)

Market risks

1. Foreign currency risks
Exchange rate fluctuations may cause undesirable and unpredictable earnings and cash
flow volatilities. The risk is reduced by billing business transactions as much as possible
in the functional currency. Future exchange rate changes may affect prices for products
and services and result in changes in profit margins. TELES currently accounts for foreign currency receivables of TUSD 246 (previous year: TUSD 108) and liabilities in the
amount of TUSD 372 (previous year: TUSD 215). If the exchange rate used as of the balance sheet date changes by 10% (below), this has a decreasing (increasing) effect on the
carrying amount of the receivables of T € 10 (T € 24).
2. Interest rate risk
The interest rate risk of TELES results exclusively from interest-bearing investments. The
main focus of the TELES investment strategy is on liquidity aspects, ie the repayment
capability of these investments.
3. Share price risk
TELES currently does not account for listed equity investments, so the Company is not
exposed to any price risk.
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Note 16: Composition of Revenues and Production Costs
Revenues (in k€)

1 January – 31 December
2017

TELES Licenses

2018

2,674

763

3rd Party

869

1,513

Products

3,543

2,275

Maintenance and Service

3,119

2,964

135

18

3,254

2,982

6,797

5,258

Other

1

Services
Revenues

1

Production Costs (in k€)

1 January – 31 December
2017

2018

3rd Party Material

518

293

3rd Party SLA

375

262

0

0

893

555

Labor costs

954

1,057

Other operating expenses

300

215

2,147

1,827

Rent

1

Material (3rd Party)

Production Costs
1

1

1

In accordance with IAS 8.42, we have adjusted the figures for the previous year.

The order backlog at the Group totaled around € 2,803 thousand at the end of the year.
This will be fully realized in the following financial year.
For a geographical breakdown of sales, please refer to Note 23.
In financial year 2018 and in previous years, TELES AG sub-leased office space in Berlin
to SSBG. The rental costs, including ancillary costs of T € 117 (previous year: T € 265),
were charged to the SSBG. This reimbursement was shown in 2017 as revenue or pro-
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duction costs. TELES has changed the disclosure of income from subletting under IAS
8.42. Income and expenses from subletting are now reported under other income or
other expenses. The previous year's figures have been adjusted.

Note 17: Other Income and Expenditure
As described in the Consolidation Principles, TELES recognizes a deconsolidation gain of
T € 328 from disposals of consolidated subsidiaries in the year under review. In addition,
other income for the financial year 2018 mainly includes grants from the Austrian Research Promotion Agency (FFG) in the amount of T € 36 and a research premium of € 93
thousand and income from currency translation gains (€ 44 thousand).
As a result of the disclosure of income from subletting with SSBG, other income includes
rental income of € 117 thousand (previous year: € 265 thousand). In the previous year,
other income mainly included income from expense subsidies of the Austrian Research
Promotion Agency in the amount of T € 274.
Other expenses for the financial year 2018 mainly include currency translation losses of
€ 48 thousand (previous year: € 79 thousand) and the corresponding rental expenditure
from subletting with SSBG in the amount of € 117 thousand (previous year: € 265 thousand).

Note 18: Financial result and other income from investments
The following table shows the composition of financial income and expenses and other
income from participations:
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(in k€)

1 January - 31 December
2017

2018

Financial result
Financial result, subsequent measurement of debtor warranty
agreement SSBG

920

0

920

0

0

1,261

282

282

0

47

97

108

6

7

385

1,707

Financial expenses
Financial expense, subsequent measurement of debtor warranty
agreement SSBG
Interest on loans, SSBG
Interest on loans, Prof. Dr. - Ing. Sigram Schindler
Interest on loans, a family member of a person in a key position
Other

Note 19: Income taxes
Earnings before income taxes break down as follows:
1 January – 31 December

(in k€)

2017
Germany
Other countries
Earnings before income taxes
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The income and expenses from income taxes include:
1 January – 31 December
2017
2018

(in k€)
Current taxes
Germany
Other countries

Defered taxes
Germany
Other countries

Income tax expenses

0
17
17

0
2
2

0
0
0

0
0
0

17

2

The overall tax burden for TELES is approximately 30.2% (income tax, including the solidarity surcharge 15.8%; trade tax 14.4%).
The following table shows the main differences between the effective tax bur-den of the
Group and the expense under German tax law at an effective rate of approximately
30.2%:
(in k€)

1 January – 31 December
2017
2018

Earnings before income taxes

538

-3,030

Income tax expense and/or income at statutory tax rate

162

-914

Non-taxable position

24

28

Tax rate differences

-20

-23

12

22

116

-410

-277

1.375

Tax items not related to the period

0

-79

Other items, net

0

3

17

2

Difference due to non-deductible items
Non-recognized deferred tax assets
Receivable waiver

Effective income tax expenses
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The tax effects of the temporary differences that cause deferred taxes are:
(in k€)

31.12.2017

31.12.2018

Deferred tax assets:
Losses carried forward

2

0

Deferred tax assets, total

2

0

-2

0

0

0

Other

2

0

Deferred tax liabilities, total

2

0

-2

0

Reported on the balance sheet

0

0

deferred taxes, net

0

0

Offset with deferred tax liabilities
Reported on the balance sheet

Offset with deferred tax assets

Tax loss carryforwards of active companies for which the deferred tax asset was not
recognized relate to corporate income tax at k € 73,932 (previous year: k € 74,898) and k
€ 79,500 (previous year: k € 80,550) in Germany and k € 9,055 (previous year: k € 9,223)
corporate taxes abroad, as these are not realizable. The loss carryforwards can be used
indefinitely.
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Note 20: Earnings per Share
The following table shows the calculation of undiluted and diluted earnings per ordinary
share due to the shareholders of the parent company:
(in €, except for share-related information)

1 January – 31 December
2017

Annual result attributable to parent company shareholders

2018
521

-3,032

Undiluted

23,304,676

23,304,676

Diluted

23,304,676

23.304.676

Undiluted

0.02

-0.13

Diluted

0.02

-0.13

Weighted average number of shares to calculate the result per
share

Result per share

Note 21: Disposal Restrictions and Other Financial Commitments
21.1

Disposal Restrictions

In the amount of k € 30 (previous year: k € 101), the company's cash and cash equivalents are subject to a restriction on disposal as of the balance sheet date (rent security).
21.2

Rental and leasing obligations

The company leases buildings, vehicles, warehouses and certain office equipment under
non-cancellable leases without a purchase option. The lease for the offices on ErnstReuter-Platz was terminated on January 31, 2018. The new office space on Ordensmeisterstraße has a fixed term until January 31, 2023. The cost of operating leases amounted
to k € 314 and k € 468 for the financial years ending December 31, 2018 and 2017, respectively. The office space is partly sublet to the majority shareholder (see Note 17).

© TELES AG Informationstechnologien

Page 92 of 116

Translation –the German version is authoritative

Future minimum payments under non-terminable leases with start-up periods of one
year or more are:
(in k€)

31.12.2017

31.12.2018

Up to one year

426

405

Between one and five years

975

715

1,401

1,120

21.3

Financial commitments from other contracts

Future minimum payments due to legal agreements amount to:
(in k€)

31.12.2017

Other services
Maintenance services

31.12.2018

446

270

8

3

454

273

Note 22: Relationships to Related Companies and Persons
The following significant transactions took place between the Group and related companies and people:
22.1

Controlling Company, companies under common control

Loan of Sigram Schindler Beteiligungsgesellschaft mbH
Sigram Schindler Beteiligungsgesellschaft mbH waived a nominal amount of EUR 15.0
million in previous financial years on loans granted to the company. As of December 31,
2018, the Company recognizes a financial liability that results from the remedial arrangements made in connection with the loan waivers in fiscal years 2009, 2010 and
2011. The initial valuation of the liability was made at fair value. The fair value was determined using a discounted cash flow method due to a lack of market-related values.
The update is carried at amortized cost.
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The resurgence of the liability is essentially linked to a positive result (EBITDA) and the
availability of a defined "free cash flow". Of these, at least 30% are mandatory for eradication. If the recovery agreement resurrects, the previously deferred amounts will pay
interest at 12% until they are paid. For more information refer to note 2.5.
Availing loans
In order to bridge financing gaps, the majority shareholder granted a loan commitment
for k € 670 in May 2017 and a further loan commitment for k € 250 in March 2018. These
amounts were fully utilized in the financial year. The loans are included in the balance
sheet "Other financial liabilities". In addition, there are short-term loans between the
Company and the majority shareholder and other related parties, which are regularly
extended in this and previous financial years. They are unsecured and earn between
10% and 12% interest.
Loan waiver 2018
In the financial year 2018, the majority shareholder made a further waiver of loans and
accrued interest in the amount of k € 3,296. Since this is a transaction with a shareholder, the waiver was treated as an income-neutral transaction. The loans were recognized
directly in equity (capital reserve).
Agency agreement
Within the framework of an agency agreement concluded with Sigram Schindler Beteiligungsgesellschaft mbH, TELES AG provides various services for Sigram Schindler Beteiligungsgesellschaft mbH for its affiliated companies (TELES Patent Rights International
GmbH, Berlin) and for the Sigram Schindler Foundation. In financial year 2018, TELES AG
sub-leased office space in Berlin to SSBG. The rental costs including ancillary costs of k €
117 (previous year: k € 265) were passed on to the SSBG. TELES has corrected the disclosure of income and expenses from subletting with effect from 1 January 2018. Income
and expenses from subletting are now reported under other income or other expenses
(previous year: sales revenues or production costs).

As of the balance sheet date, the company has recognized liabilities of k € 9 (previous
year: k € 1) against Sigram Schindler Beteiligungsgesellschaft mbH and its affiliated
companies; which were settled in the financial year 2019. For more information, see
Note 8.
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22.2

Management Board, Supervisory Board

Remuneration of the Management Board:
(in k€)

1 January – 31 December
2017
Fix

2018
Variable

Fix

Variable

Oliver Olbrich

257

0

235

0

Thomas Haydn

190

0

172

0

447

0

407

0

Professor Dr.-Ing. Schindler received remuneration in the amount of k€ 37 (previous
year: k€ 37), which correspond to the cash-value benefits from the provision of a Company car.
Stock and subscription rights of the members of the Management Board on 31 December 2018:

Prof. Dr. - Ing. Sigram Schindler (direct and indirect)

subscription
rights

shares

0

13,733,442

0

13,733,442

Stock and subscription rights of the members of the Executive Board on 31 December
2017:

Prof. Dr. - Ing. Sigram Schindler (direct and indirect)

subscription
rights

shares

0

13,733,442

0

13,733,442

As at 31 December 2018, Prof. Dr.-Ing. Sigram Schindler directly and indirectly holds
58.93% of the shares in TELES AG: 57.41% of the shares are held by Sigram Schindler
Beteiligungsgesellschaft mbH, 1.46% of the shares of the Sigram Schindler Foundation
and another 0.06% are directly held by Prof. Dr.-Ing. Sigram Schindler.
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Supervisory Board Remuneration:
The expenses of the members of the Supervisory Board in the past financial year
amounted to k€ 75.0 (previous year: k€ 75.0).
(in k€)

1 January – 31 December
2017

2018

Prof. Dr. Walter Rust

38

38

Joachim Schwarzer

17

22

Prof. Dr. h.c. Radu Popescu-Zeletin

20

15

75

75

Liabilities of the Company to related companies and persons:
(in k€)

31.12.2017

31.12.2018

Other financial liabilities, long term
Debtor warranty Sigram Schindler Beteiligungsgesellschaft mbH

3,355

4,616

70

0

3,425

4,616

3,177

162

0

1,038

1,198

1,326

111

195

of which towards shareholders SSBG and affiliated with it
Companies

32

40

of which towards Supervisory Board

79

75

4,486

2,721

Loan Prof. Dr. - Ing. Sigram Schindler
Note 15
Other financial liabilities, short term
Loan Sigram Schindler Beteiligungsgesellschaft mbH
Loan Prof. Dr. - Ing. Sigram Schindler
Loan of a family member of a person in a key position
Other to related parties

Note 15
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Interest expenses on Loan from related parties:
(in k€)

1 January – 31 December
2017

Interest expenses loan Sigram Schindler Beteiligungsgesellschaft
mbH

2018
282

282

0

47

97

108

379

437

Interest expenses loan Prof. Dr. - Ing. Sigram Schindler
Interest expenses loan of a family member of a person in a key
position

Note 23: Segment Reporting
Since financial year 2015, TELES has only been active in the core solutions business
segment. Core Solutions is the only business unit and thus corresponds to the entire
company.
Information on geographical areas
The sales revenues according to the Company's sales markets are as follows:
(in k€)

1. Januar – 31. Dezember
2017

1

DACH

thereof Germany

1

thereof Austria
Europe (other countries)
thereof Italy
Middle East
Other

1

2018

2,597

2,250

-347

1,388

1,233

-155

848

534

-314

2,301

1,475

-826

655

517

-138

1,515

1,280

-235

384

253

-131

6,797

5,258

-1,539

In accordance with IAS 8.42, we have adjusted the figures for the previous year.

Sales revenues are allocated according to the customer's country of origin.
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Long-term assets
The long-term assets are allocated as follows across the regions:
(in k€)

31.12.2017

31.12.2018

Germany

29

66

Austria

13

14

Other

42

80

The allocation of long-term assets is carried out according to with the registered office of
the respective Group Company.

Note 24: Other Information
24.1

Events after the balance sheet date

In April 2019, a person in key position granted a loan commitment for k € 1,300. The unsecured loan bears interest at 10% and is due for repayment on December 31, 2020. In
addition, in May 2019, loans to related parties (k € 2,526 nominal), including accrued
interest, were deferred until 31 December 2020.
Otherwise, there are no other special events after the end of the financial year.
24.2

Services of the auditing Company

The fee of Ernst & Young GmbH Wirtschaftsprüfungsgesellschaft for the 2018 financial
year amounts to k € 100 (including travel expenses and expenses) and k € 51 for other
services. The other benefits relate to auditing services as part of a non-appeal-based
enforcement procedure.

24.3

Consolidated companies

The scope of consolidation includes TELES AG Informationstechnologien, Berlin, as the
parent company TELES Communication Systems GmbH, Vienna, Austria. As of December
31, 2018, TELES AG continues to hold 100% of the shares in the subsidiary. The following
companies were deconsolidated in the financial year 2018:
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Subsidiary

Location

TELES Communications Corp.

Hillsborough, USA

TELES France S.A.R.L.

Courbevoie, France

TELES S.R.L.

Milan, Italy

TELES N.G.N. Solutions Ltd.

Yokneam, Israel

TELES NetSales Spain S.A.

Madrid, Spanien

24.4

Corporate Governance Code

The Management Board and Supervisory Board of TELES AG have issued a Declaration
of Conformity in accordance with the German Corporate Governance Code (§ 161 AktG),
which was published on the Inter-net website of TELES AG in November 2018
(www.teles.de).

24.5

Management Board

During the past year, the following persons were on the Company's Management Board:
Prof. Dr.-Ing. Sigram Schindler, Co-chairman of the Executive Board;
Oliver Olbrich, Co-chairman of the Executive Board;
Thomas Haydn, chairman.
The members of the Executive Board assumed the following Group-internal Supervisory
Board mandates or mandates on comparable supervisory committees:
Prof. Dr.-Ing. Sigram Schindler

24.6

TELES Communications Corp.

Supervisory Board

During the past year, the following persons were on the Company's Supervisory Board:
Professor Walter Rust, lawyer and notary, Berlin
(Chairman of the Supervisory Board);
Joachim Schwarzer, Economics graduate, Berlin (since 27 October 2016).
(Deputy Chairman of the Supervisory Board);
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Prof. Dr. h.c. Radu Popescu-Zeletin, University Professor, Berlin
The following members of the Supervisory Board assumed Supervisory Board mandates
or mandates on comparable supervisory committees:
Prof. Dr. Walter Rust,
Chairman of the Supervisory Board of SHF Communication Technologies AG, Berlin
Chairman of the Supervisory Board of Fiagon AG, Hennigsdorf
Member of the Supervisory Council of Charité Research Organisation GmbH, Berlin
Member of the Supervisory Board of provitro AG, Berlin
Prof. Dr. h.c. Radu Popescu-Zeletin,
Member of the Administrative Council of Open Limit Holding AG

Berlin, June 14, 2019
TELES Aktiengesellschaft Informationstechnologien
Board of Directors

Prof. Dr.-Ing. Sigram Schindler
Oliver Olbrich
Thomas Haydn
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Responsibility Statement
To the best of our knowledge, we assure that, in accordance with the applicable accounting principles, the consolidated financial statements give a true and fair view of the
Group's net assets, financial position and results of operations and the Group management report summarized in the management report of the company including the business results and the position of the Group, in such a way as to give a true and fair view
and to describe the significant opportunities and risks of the Group's foreseeable development.

Berlin, June 14, 2019
TELES Aktiengesellschaft Informationstechnologien
Board of Directors

Prof. Dr.-Ing. Sigram Schindler
Oliver Olbrich
Thomas Haydn
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Independent auditor's report
To TELES Aktiengesellschaft Informationstechnologien
Note on the audit of the consolidated financial statements and the report on the situation of the company and the group
Audit opinions
We have audited the consolidated financial statements of TELES Aktiengesellschaft Informationstechnologien and its subsidiaries (the Group) consisting of the Consolidated
Balance Sheet as of December 31, 2018, the Consolidated Income Statement, the Consolidated Statement of Comprehensive Income, Statement of Changes in Group Equity
and Consolidated Cash Flow Statement for the financial year from 1 January to 31 December 2018 and the Notes, including a summary of significant accounting policies. In
addition, we reviewed the report on the status of the Company and the TELES Aktiengesellschaft Informationstechnologien Group for the financial year from January 1 to December 31, 2018. The corporate governance statement contained in the Corporate Governance Statement of the Company and Group Management Report and the Statement
of Legal Representatives contained in the Report on the Status of the Company and the
Group (pursuant to Section 264 para 2 sentence 3 HGB and § 289 para. 1 sentence 5
HGB), we have not checked the content in accordance with the German statutory provisions.
In our opinion, based on the findings of the audit


The accompanying consolidated financial statements comply in all material respects
with IFRS, as adopted by the EU, and with the supplementary provisions of German
law pursuant to § 315e (1) HGB and convey a true and fair view of the assets in compliance with these provisions and financial position of the Group as at 31 December
2018 and its results of operations for the financial year from 1 January to 31 December 2018 and



the attached report on the situation of the company and the group as a whole gives
a true picture of the situation of the group. In all material respects, this report on the
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position of the Company and the Group is consistent with the Consolidated Financial
Statements, complies with German legal requirements and accurately presents the
opportunities and risks of future development. Our opinion on the Report on the
The position of the Company and the Group does not extend to the content of the
above-mentioned Statement of Corporate Governance and the above Statement of
Legal Representatives.
Pursuant to Section 322 (3) Sentence 1 HGB, we declare that our audit has not led to any
repercussions on the regularity of the consolidated financial statements and the report
on the position of the Company and the Group.
Basis for the judgments
We have audited the Consolidated Financial Statements and the Report on the Position
of the Company and the Group in accordance with Section 317 HGB and the EU Auditors
Ordinance (No 537/2014, hereinafter "EU-APrVO") in accordance with the requirements
of the Institute of Auditors (IDW) in accordance with German generally accepted standards for the audit of financial statements. Our responsibilities under these rules and
policies are further described in the section "Auditor's Responsibility for Auditing the
Consolidated Financial Statements and the Management Report on the Company and
the Group" of our opinion. We are independent of the Group companies in accordance
with European law and German commercial law and professional regulations and we
have fulfilled our other German professional obligations in accordance with these requirements. In addition, in accordance with Article 10 (2) (f) EU-APrVO, we declare that
we have not performed any prohibited non-audit services under Article 5 (1) EU APrVO.
We believe that the audit evidence we have obtained is sufficient and appropriate to
form the basis for our opinion on the consolidated financial statements and the management report on the Company and the Group.

Significant uncertainty in connection with the continuation of the business activity
Please refer to the statements of the Management Board in the sections "Economic Situation of the TELES Group / Liquidity and Assets" and "Financing / Investing / Going Con-
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cern" of the report on the situation of the Company and the Group. It states that the
liquidity of the parent company and thus of the group remains very strained and that
the parent company received loan commitments totaling EUR 1.3 million to maintain its
solvency. The continued existence of the parent company and therefore of the Group
depends on the fact that the planned sales for the coming months are not sustainably
undercut and the committed funds amounting to EUR 1.3 million are sufficient or, if
necessary, increased. This refers to the existence of material uncertainty that may raise
significant doubts about the Company's ability to continue as a going concern and constitutes a risk that could endanger its existence within the meaning of section 322 (2)
sentence 3 HGB.
Our opinion is not modified with regard to this matter.
Particularly important audit matters in the audit of the annual financial statements
Particularly important audit matters are those matters that, in our best judgment, were
most significant in our audit of the consolidated financial statements for the year ended
January 1, 2014 to December 31, 2018. These matters have been taken into account in
the context of our audit of the consolidated financial statements as a whole and in the
preparation of our opinion on the audit; we do not give a separate opinion on these
matters.
In addition to the facts described in the section "Significant Uncertainties Associated
with Business Continuity", we have identified the facts described above as a key audit
matter to be reported in our audit opinion.
Valuation of the financial liability from the debtor warrant with Sigram Schindler Beteiligungsgesellschaft mbH
Reasons for the provision as a particularly important audit matter
The TELES Group recognizes the obligation in connection with the settlement agreements with Si-gram Schindler Beteiligungsgesellschaft mbH (SSBG) as a financial liability
in accordance with IFRS 9.5 and IAS 39.AG8. The resurgence of liability is linked to posi-

© TELES AG Informationstechnologien

Page 104 of 116

Translation –the German version is authoritative

tive EBITDA. When certain amounts are recovered, at least 30% of the contractually defined free cash flow must be used to repay them. The "free cash flow" is calculated as
EBITDA less imputed income taxes (10%) and less all due payment obligations to third
parties. The Company has the right to use a higher proportion of the "free cash flow" for
repayment. The liability is measured at amortized cost using a discounted cash flow
method, using the original and fixed effective interest rate and the expected cash flows.
The valuation is thus subject to a high degree of planning and forecasting uncertainty, as
this is dependent on the future development of TELES and the uncertainty increases as
a result of the increasing shift of the estimated full repayment date into the future.
These uncertainties are taken into account by a risk discount. Estimates of cash flows
and the likelihood of a resurgence of liability therefore give a considerable margin of
discretion. Gains and losses arising from adjustments to the carrying amount of the financial liability are recognized in profit or loss.
Due to the materiality of the debtor warrant for the consolidated financial statements
and the discretionary nature of central assumptions used to determine cash flows and
the likelihood of a resurgence, we consider the measurement of the financial liability
from the debtor warrant to be a particularly important audit matter.
Inspection procedure
Our audit procedures included assessing the appropriateness of the valuation model
used and the consistency of model assumptions with the Group's financial planning. Our
audit procedures also include an analysis of the reasonableness of the assumptions
used in the valuation of the debtor warrant, including expected cash flows in the detailed planning period. In addition, we discussed all key assumptions, in particular with
regard to revenue and earnings development and the risk discount used, with the management. The reliability of the plans was checked by means of a retrospective assessment of the correctness of the projections of the group. We also reviewed the appropriateness of the disclosures in the consolidated financial statements.
Our audit procedures did not give rise to any objections to the valuation of the financial
liability from the debtor warrant with Sigram Schindler Beteiligungsgesellschaft mbH.
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Reference to related information
With regard to the accounting and valuation methods used for the subsequent valuation
of the debtor warrant, we refer to the information provided by the company in the notes
to the consolidated financial statements in note 2.5. (Important Discretionary Decisions,
Estimates and Assumptions).
Other Information
The Supervisory Board is responsible for the report of the Supervisory Board, and the
Supervisory Board and the Management Board jointly for the declaration contained in
the Corporate Governance Declaration pursuant to Section 161 AktG. Incidentally, the
legal representatives are responsible for the other information.
Other information includes the "Statement on Corporate Governance" contained in the
report on the position of the Company and the Group and the insurance of the legal
representatives contained in the section "Declaration of the legal representatives" pursuant to section 264 (2) sentence 3 HGB and section 289 para 1 sentence 5 HGB, as well
as the other parts of the "Report on the Consolidated Financial Statements and the
Combined Management Report", with the exception of the audited consolidated financial statements and the report on the position of the company and the Group as well as
our audit opinion, in particular:
•

in the section "Report of the Supervisory Board for the financial year from January 1
to December 31, 2018" the report of the Supervisory Board.

•

We have received a copy of the report of the Supervisory Board pending the issuance of this audit opinion.

Our audit opinions on the Consolidated Financial Statements and the Management Report on the Company and the Group do not extend to the other information and, accordingly, we provide neither an opinion nor any other form of audit conclusion.
In connection with our audit, we have the responsibility to read the other information
and to evaluate whether the other information
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•

have material inconsistencies with the consolidated financial statements, with the
report on the position of the company and the group or our knowledge acquired
during the audit, or

•

otherwise appear to be significantly misrepresented.

If, on the basis of our work, we conclude that there is a material misstatement of this
other information, we are required to report that fact. We have nothing to report in this
context.
Responsibility of the legal representatives and the Supervisory Board for the consolidated financial statements and the report on the situation of the company and the
Group
The legal representatives are responsible for the preparation of the consolidated financial statements, which complies with the IFRS, as applicable in the EU, and the German
statutory provisions applicable in addition to § 315e (1) HGB in all material respects, and
that the In accordance with these regulations, the consolidated financial statements give
a true and fair view of the net assets, financial position and results of operations of the
Group. In addition, the legal representatives are responsible for the internal controls
that they have determined to be necessary to enable the preparation of consolidated
financial statements that are free from material misstatement, whether intentional or
unintentional.
When preparing the consolidated financial statements, the legal representatives are responsible for assessing the Group's ability to continue as a going concern. They are also
responsible for disclosing matters relating to the continuation of the business, where
relevant. In addition, they are responsible for accounting for continuing operations on
the basis of the accounting policy, unless there is an intention to liquidate the group or
to cease operations or there is no realistic alternative.
In addition, the legal representatives are responsible for the preparation of the report
on the situation of the Company and the Group, which collectively conveys an accurate
picture of the Group's position and is consistent with the consolidated financial state-
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ments in all material respects, complies with German statutory provisions and the Possibilities and risks of future development are accurate. In addition, the legal representatives are responsible for the arrangements and measures (systems) they deem necessary to enable the preparation of a report on the situation of the Company and the
Group in accordance with the applicable German law and sufficient adequate To be able
to provide evidence for the statements in the report on the situation of the Company
and the Group.
The Supervisory Board is responsible for overseeing the Group's accounting process for
the preparation of the consolidated financial statements and the report on the situation
of the Company and the Group.
Responsibility of the auditor for the audit of the consolidated financial statements
and the report on the situation of the company and the group
Our objective is to obtain reasonable assurance as to whether the consolidated financial
statements as a whole are free from material misstatement, whether intentional or unintentional, and whether the report on the Company and the Group as a whole is an
accurate picture of the position of the Group and in all material respects are consistent
with the consolidated financial statements and the findings of the audit, in accordance
with German legal requirements and the opportunities and risks of future development,
as well as to issue an audit opinion includes our audit opinions on the consolidated financial statements and the report on the situation of the Company and the Group.
Sufficient security is a high degree of security, but no guarantee that a test conducted in
accordance with § 317 HGB and EU-APrVO in compliance with the German generally accepted standards for the audit of financial statements promulgated by the Institut der
Wirtschaftsprüfer (IDW) will constitute a material misstatement position always reveals.
Misstatements may result from breaches or inaccuracies and are believed to be material
if they could reasonably be expected to result, individually or collectively, in economic
decisions made on the basis of these consolidated financial statements and the report
on the position of the Company and the Group of addressees.
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During the audit, we exercise due discretion and maintain a critical attitude. Furthermore
•

identify and assess the risks of material misstatement, whether intentional or unintentional, in the consolidated financial statements and in the combined management
report; and plan and conduct audit work in response to such risks; and obtain sufficient audit evidence suitable as a basis for our audit opinions. The risk of failure to
detect material misrepresentations is higher for infringements than for inaccuracies,
as infringements may include fraud, falsification, intentional incompleteness, misrepresentations or overriding internal controls;

•

gain an understanding of the internal control system relevant to the audit of the
consolidated financial statements and the arrangements and measures relevant to
the review of the Company and Group Report to plan audit procedures that are appropriate in the circumstances but not for the purpose of expressing an opinion on
the effectiveness of these systems;

•

assess the appropriateness of the accounting policies used by the legal representatives and the reasonableness of the estimates and related disclosures made by the
legal representatives;

•

draw conclusions about the appropriateness of the accounting policy used by the
legal representatives in continuing operations and, on the basis of the audit evidence
obtained, whether there is material uncertainty in relation to events or circumstances that have significant doubts as to the ability of the company Companies to continue to operate. If we conclude that there is material uncertainty, we are required by
the audit opinion to draw attention to the related disclosures in the consolidated financial statements and in the report on the status of the Company and the Group
or, if that information is inappropriate, ours to modify the respective audit opinion.
We draw our conclusions on the basis of the audit evidence obtained up to the date
of our audit opinion. However, future events or circumstances may lead to the
Group being unable to continue its business activities;

•

We assess the overall presentation, structure and content of the consolidated financial statements, including the disclosures, and whether the consolidated financial
statements represent the underlying transactions and events in such a manner that
the consolidated financial statements are prepared in accordance with IFRS as
adopted by the EU , and the German statutory provisions to be applied in addition
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pursuant to Section 315e (1) HGB convey a true and fair view of the net assets, financial position and results of operations of the Group;
•

We obtain sufficient audit evidence for the accounting information of the companies
or business activities within the Group in order to provide audit opinions on the consolidated financial statements and the report on the position of the Company and
the Group. We are responsible for the guidance, supervision and execution of the
consolidated financial statements audit. We are solely responsible for our examination purposes;

•

We assess the consistency of the report on the position of the company and the
Group with the consolidated financial statements, its legislation and the image of the
position of the Group conveyed by it;

•

we conduct audits of the forward-looking statements made by the legal representatives in the report on the state of the company and the group. On the basis of sufficient and suitable audit evidence, we particularly carry out the significant assumptions underlying the forward-looking statements of the legal representatives and assess the appropriate derivation of the forward-looking statements from these assumptions. We do not give an independent opinion on the forward-looking information and on the underlying assumptions. There is a significant unavoidable risk
that future events will differ materially from the forward-looking statements.

Among other things, we discuss with the supervisors the planned scope and timing of
the audit, as well as significant audit findings, including any deficiencies in the internal
control system that we identify during our audit.
We make a statement to the supervisors that we have complied with the relevant independence requirements and discuss with them all relationships and other matters that
can reasonably be expected to affect our independence, and the protective measures
taken for this purpose.
From the matters we discussed with those responsible for the monitoring, we determine
those matters that were most significant in the audit of the consolidated financial
statements for the current reporting period and are therefore the key audit matters. We
describe these matters in the audit report, unless laws or other legislation preclude public disclosure of the facts.
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Other legal and other legal requirements
Other information according to Article 10 EU-APrVO
We were elected by the Annual General Meeting on June 14, 2018 as Group auditors. We
were commissioned by the Supervisory Board on February 7, 2019. Since the 2012 financial year, we have been working continuously as auditors of the consolidated financial statements of TELES Aktiengesellschaft Informationstechnologien.
We declare that the judgments contained in this Auditor's Report are consistent with the
additional report to the Audit Committee pursuant to Article 11 EU-APrVO (audit report).
We did not provide services that were not disclosed in the consolidated financial statements or in the report on the situation of the Company and the Group.
Responsible auditor
The auditor responsible for the audit is Eckehard Schepers.
Berlin, 18 June 2019
Ernst & Young GmbH
Wirtschaftsprüfungsgesellschaft
Lennartz

Schepers

Auditor

Auditor
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Report of the Supervisory Board on the financial year from the 1st
of January to the 31st of December 2018
Consulting priorities 2018
In the past financial year 2018, the Supervisory Board also regularly advised and supervised the Management Board of TELES Aktiengesellschaft Informationstechnologien in
the management of the company in accordance with the law and the Articles of Association. He received regular written and verbal information about the development of the
company and the group, taking into account all significant business transactions. He was
involved in significant decisions of material importance to the company.
In five meetings, the Supervisory Board informed itself in detail about the strategy and
the status of implementation, the course of business, the results of operations of the
company and its subsidiaries as well as significant business transactions based on the
written and verbal reports of the Management Board. All Supervisory Board members
attended these meetings. The main focus was on the orientation of the company and its
structure. The Company continued to focus on software-based solutions for telecoms
providers in the year under review. The business in 2018 has developed negatively.
Sales of the TELES Group decreased to EUR 5.3 million (- 23%). The operating result
(EBIT) at the end of the year amounted to EUR -1.3 million (previous year: EUR 3 thousand). As a result of financial expenses from the subsequent valuation of the debtor
warrant in the amount of EUR 1.3 million (previous year financial income of EUR 0.9 million) and interest expenses of EUR 0.4 million (previous year: EUR 0.4 million) In the consolidated financial statements of TELES AG a net loss of EUR 3.0 million was reported
(previous year net income of EUR 0.5 million). The loan reserve of the majority shareholder increased the capital reserve by EUR 3.3 million. The equity situation and the liquidity are still unsatisfactory. The company is over-indebted on the balance sheet date.
The liquidity of the company was secured by appropriate loan agreements with the majority shareholder. The company still depends on loan commitments. The ongoing risks
were also discussed. These include u.a. Missing revenue expectations that affect liquidity. Decisive facts were reported and evaluated by the Management Board.
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The management of the Group, Group-internal risk management and compliance issues
were discussed regularly with the Management Board.
The Supervisory Board is regularly informed about the situation of the Group, both with
regard to deviations from the plan and with regard to the expected future development
in each case. Development and corporate planning were the subject of a discussion of
the Management Board and the Supervisory Board on a quarterly basis. The Supervisory
Board was regularly informed about liquidity. In addition, the Supervisory Board has
made use of its right to inspect the books and documents of the Company, regardless of
their consent. The audit of the annual financial statements also focused in particular on
specific valuations, which were discussed in detail with the Management Board and the
auditors. The economic development of TELES Aktiengesellschaft Informationstechnologien and its participations was discussed in detail.
Transactions requiring the approval of the Supervisory Board pursuant to statutory or
statutory provisions have been reviewed by the Supervisory Board and decided on its
approval.
In addition, the Chairman of the Supervisory Board was in constant contact with the
members of the Management Board. Questions of corporate strategy, business development, sales and marketing were discussed.
In addition, the Supervisory Board discussed important strategic projects with the Management Board. The main focus was on the necessary steps to consolidate and secure
competitiveness and concepts for the future growth of the company.
The Supervisory Board has not formed any committees.
Annual and consolidated financial statements
The Supervisory Board duly issued the audit mandate for the annual financial statements and the consolidated financial statements for the financial year 2018 to Ernst &
Young GmbH, Berlin, which was elected as auditor by the Annual General Meeting. The
Supervisory Board was convinced of the independence of the auditor.
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The audit mandate included the task of auditing the annual financial statements including the management report in accordance with the provisions of the HGB and the consolidated financial statements as well as the group management report in accordance
with International Financial Reporting Standards (IFRS). The particularly important audit
matters were agreed with the auditor. Other audit priorities included the company's
early risk detection system, Group receivables management and the valuation of receivables.
The annual financial statements as of December 31, 2018 and the management report
for the financial year 2018 as well as the consolidated financial statements as of December 31, 2018 and the accompanying management report as well as the accounting were
audited by Ernst & Young GmbH, Berlin, and given an unqualified audit opinion.
The assessment of the Group's situation with regard to its continued existence, in particular with regard to the financing requirements due to sales plan misalignments, has
been made plausible by the Management Board. In view of the remaining uncertainty,
the auditors' attestation draws attention to the statements made by the Management
Board in the group management report (section "Financing / Investors / Going Concern"), according to which a further credit agreement was concluded to maintain solvency and the continued existence of the company was jeopardized and on the assumption
that the sales targets were achieved and sufficient financial resources were made available as loans. The Supervisory Board agrees with this assessment.
All Supervisory Board members were presented with the financial statements, management reports and audit reports for review.
The auditors attended the balance sheet meeting of the Supervisory Board on 19 June
2019 and reported on the key findings of their audit. The auditor answered the questions of the Supervisory Board and gave further explanations. After careful consideration, the Supervisory Board came to the conclusion that the annual financial statements
for the year ended December 31, 2018 and the management report for the 2018 financial year and the consolidated financial statements for the year ended December 31,
2018 and the related management report as well as the dependency report give no reason to object. According to the final result of the review of the Supervisory Board, there

© TELES AG Informationstechnologien

Page 114 of 116

Translation –the German version is authoritative

are no objections to the statements of the Management Board regarding the relationship with affiliated companies.
According to the findings of the auditor, the performance of the company in the transactions with the dominant company that were known at the time of its execution was not
unreasonably high. The auditor's report acc. Section 313 (3) sentence 1 AktG reads as
follows:
"After our dutiful examination and assessment, we confirm that
1. the actual details of the report are correct,
2. in the transactions listed in the report, the performance of the company was not unduly high or disadvantages were compensated. "
By resolution dated June 19, 2019, the Supervisory Board approved the annual financial
statements for the 2018 financial year prepared by the Company and audited by Ernst &
Young GmbH. As a result, the annual financial statements for the financial year 2018
have been adopted. The Supervisory Board also approved the consolidated financial
statements for the 2018 financial year prepared by the company and audited by Ernst &
Young GmbH by resolution dated June 19, 2019.
The Supervisory Board would like to thank the Management Board and all employees
for their great personal commitment and the work done in the 2018 financial year.
Berlin, 19 June 2019
The Supervisory Board
Prof. Dr. Walter Rust
Chairman of the Supervisory Board
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List of Abbreviations

AG

Aktiengesellschaft - Stock Corporation

AktG

Aktiengesetz - German Stock Corporation Act

APAC

Asia-Pacific

DRS

Deutscher Rechnungslegungsstandard - German Accounting
Standard

DRSC

Deutsche Rechnungslegungsstandards Committee - German
Accounting Standards Committee

EMEA

Europe, Middle East, Africa

ESOP

Employee´s Share Option Programme

EStG

Einkommensteuergesetz - Income Tax Act

FIFO

First-in, First-out

GmbH

Gesellschaft mit beschränkter Haftung - Limited liability
Company

HGB

Handelsgesetzbuch - German Commercial Code

IAS

International Accounting Standards

IASB

International Accounting Standards Board

IFRS

International Financial Reporting Standard

k€

Thousands of euros

kUSD

Thousands of US dollars

LATAM

Latin America

Ltd

Limited

NORAM

North America

SIC

Standing Interpretations Committee

SPSS

Sales & Post Sales Services

SSBG

Sigram Schindler Beteiligungsgesellschaft mbH, Berlin
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