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VIDEO AND
BROADBAND SOLUTIONS
Innovative and reliable technology
solutions for the development of home
information and entertainment.

VIDEO NETWORKS
A leading provider of
integrated video surveil-
lance solutions.

TELESTE
Year 2010 net sales

amounted to EUR 168 million

and operating profit grew

significantly. At the year-end

the Group employed
1 233 persons.

THE REVOLUTION
IN COMMUNICATIONS
as well as new digital content
and services will change
the world.

NETWORK SERVICES
New construction, upgrading
and maintenance services
for cable networks.
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Annual General Meeting

Teleste Corporation’s Annual General Meeting will be held on
Friday, 8 April 2011, commencing at 3 p.m., at Finlandia Hall in
Helsinki, Mannerheimintie 13 e. Registration begins at 2 p.m.

Shareholders wishing to attend the Annual General Meeting
must be registered on the list of shareholders kept by
Euroclear Finland Ltd no later than Tuesday, 29 March 2011.

WE ARE CONSTANTLY
WORKING TO IMPROVE
our understanding of our
customers’ needs to be able to
produce more innovative, value-
added technology solutions.

Shareholders wishing to attend the Annual General Meeting
must inform the specified company no later than Thursday,
31 March 2011 by 4 p.m.

Registration

Email: investor.relations@teleste.com

Post: Teleste Corporation, Tiina Vuorinen

P.O. Box 323, FI-20101 Turku, Finland

Phone: +358 2 2605 611, fax: +358 2 2605 812
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of powers of -attorney and the registration for the Annual
General Meeting from his/her custodian bank. The account
management organization of the custodian bank will register a
holder of nominee registered shares, who wants to participate
in the Annual General Meeting, to be temporarily entered in
the shareholders’ register of the Company at the latest

5 April 2011 at 10 a.m.

Proposal for Distribution of Dividend 2010

The Board of Directors proposes that a dividend of EUR 0.12
per share for the financial year 2010 will be paid to free-float-
ing shares. The dividend will be paid to shareholders who are
registered on the record date of 13 April 2011 on the com-
pany’s Shareholder List, which is kept by Euroclear Finland Ltd.

Publication of Financial Information in 2011

Interim Report, January-March .. ..27.4.2011
Interim Report, January-June........ .....3.8.2011
Interim Report, January-September. 26.10.2011
Financial StatemMEeNnts ...cccvvveviireicieeeceeee e 1.2.2012

More information on pages 84-91.



4 (») Teleste in Brief

~ Global Presence -

Founded in 1954, Teleste became listed on the current NASDAQ OMX Helsinki Oy in 1999. Local Relevance

Teleste is an international high-technology and network services company the strategy of Central Europe, covered by our densest
which is to create increased added value to our solutions by continuously improving our netwoTk or sgenties, constitutes our mem
understanding of the operators’ business, applications and needs. Our expertise is based on around the world is more than 30.
product solutions and services for the processing, networking, transmission and management For contact information please access the

company website at www.teleste.com

of video and data for operators and public authorities.

Since acquisitions carried out in 2009 and 2010 the company has two equally large, mutually
supportive businesses. At that time, by net sales, Network Services rose to the level of Video
and Broadband Solutions.

Teleste Netherlands Teleste Sweden Teleste UK
Our businesses are linked by shared customer base as well as video and broadband

technology. Video and Broadband Solutions business segment has its emphasis on product
solutions for broadband access networks, video service platforms and video surveillance
applications. Our Network Services business provides operators in selected markets with
comprehensive network-related technical services.

©® Business Areas

Video and “

Broadband Network
Solutions Our Customers are Services
Operators focusing on

- Comprehensive network
video, e.g. cable and

service solutions for

Product solutions for broad-
band access networks,

video service platforms surveilla?cbe ﬁperators cable and FTTx
o K Fi and video surveillance globatly. networks.
ey rFigures applications.
2010 2009 Change, % Net Sales Operating Profit
Orders received, Meur 167.2 151.0 10.7 Meur Mewu4r 0404
180
Net sales, Meur 167.8 141.7 18.5 160 12 12
Operating profit, Meur 74 55 1945 o 10 10 Video and Broadband Solutions Network Services
Profit for the financial period, Meur 4.8 0.4 8 8 The Teleste Video and Broadband Solutions business units aim The Network Services Business provides network-related tech-
. 120 o o to promote the business of operators and public authorities who nical services to operators in selected markets. The develop-
Earnings per share, eur 0.27 002 100 provide a variety of video-related information, entertainment ment of the business unit has taken place through a mix of
Shareholder”s equity per share, eur 2.90 2.68 80 4 4 and security services to end-users. The business segment has its organic growth and focused acquisitions. Our offering consists
Return on capital employed, % 102 33 0 5 5 emphaﬁs gn product solutlonls for broagband acce;s Qetworks, of netyvork desflgrw and planmng, turn—kgy projects, neYV con-
0 o o video service platforms and video surveillance applications. struction, rebuilding, upgrading and maintenance services of
Share trade, % of share capital 174 440 o6 07 08 05 10 6 07 08 05 10 _ _ cable and FTTx networks. A core area of our service offering is
!” the area ‘?f broadb;md access networks, our fOFUS IS on deliver- Network planning & Technical management services, with over
ing Hybrid Fibre-Coaxial (HFO network solutions, including Deep 70 dedicated planning and engineering professionals. We are
Fibre, and other adve_\nced fibre-rich network solutions for C_able well placed to provide operators with the resources they need
v a}nd next generation n‘etwork operators. Inthe area of \{ldeo to carry out any detailed network design on time. Currently, we
Profit for the Return on Capital service platforms, we deliver product solutions for digital video have service operations in Germany, UK, Belgium and Finland,
Financial Period Employed Equity Ratio Earnings per Share processing and distribution applications, such as cable TV and with focus on the leading operators at each country.
Meur % % Eur IP TV headend solutions. For video surveillance applications, we
9 25 100 0.6 deliver advanced professional network solutions - mainly to public
8 0.5 authorities - for processing, transmission and management of
7 20 80 real-time video, data and audio.
6 0,4
5 15 60
u 0,3 Video and Broadband Solutions 2010 2009 Change, % Network Services 2010 2009 Change, %
3 0 0 0,2 Orders received, Meur 86.5 81.6 6.0 Orders received, Meur 80.7 69.4 16.2
2 5 20 01 Net sales, Meur 82.0 76.3 7.5 Net sales, Meur 85.9 65.4 31.3
} ,
0 0 0 00 Operating profit, Meur 6.3 -0.7 Operating profit, Meur 1.1 3.2
06 07 08 09 10 06 07 08 09 10 06 07 08 09 10 06 07 08 09 10 Operating profit, % 7.7 -0.9 Operating profit, % 1.3 4.9

Business segments from 1 January, 2010.



(») Highlights in 2010

The global economic situation showed gradual improvement, which began to be reflected in

the operators’ investment behavior in 2010. Nevertheless, the company still continued its
streamlining measures in material procurement and by adapting the need for labour by the

prevailing situation.

In terms of figures, year 2010 can be seen economically successful; net sales increased by
18.5% to EUR 167.8 million and operating profit improved significantly. It may be pointed
out that in Q4 Teleste’s orders received reached the all-time high.

Acquisitions were continued in 2010 as in April Teleste made an opening gambit in the Swiss

services market by acquiring local services company Freycom S.A. focusing on network
maintenance and upgrading. In the autumn, the company acquired the Polish system

integrator Satlan Sp. z o.0.

® Chairman of the Board

Currently, Teleste’s industry is right in the middle of an upheaval, which is why it has been
so very interesting to be involved in the company’s development. We have come out of

a severe economic crisis having intensified our operations at the same time. Now we are

pondering what kind of impact the coming significant industry breakthroughs in the video
distribution and broadband technology will have on Teleste’s long-term business.

Marjo Miettinen Teleste Corporation, Chairman of the Board

® Significant Events

At the end of January Teleste Video Service

Platforms (VSP) launched a Partner Program

for Video Service Platforms Partners (=key

customers). The goal with the Partner

Programs is to increase both Teleste’s and
our Partners’ sales and business profitability by working more
closely together.

The VSP Partner Program was launched with a Partner Meeting
held in Teleste - 11"

HQ in Turku.
The agenda of
the meeting
included both
technical and
sales training,
furthermore
we had one-
to-one discus-
sions with our Partners about current and near future business
cases. The participants came mainly from Europe and especially
Central and Eastern Europe. The visitors came from Serbia,
Hungary, Bulgaria, Romania, Poland, Switzerland, Sweden, Italy
and the United Arab Emirates.

In Spring the Finnish cable operator Turku

Cable TV launched a new Cable Video-on-

Demand (VOD) service which works on

the Teleste-developed MyCast-application

platform. The Video-on-Demand service will
significantly change viewing habits over the next few years, as
more and more consumers appreciate the opportunity to choose
their own program content and the time to view it. Cable Video-
on-Demand is
an easy and
affordable —_——
option, as the IL!VE’.
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In April Teleste

on customer’s
existing cable

receivers (set-

top-boxes).

entered the Swiss services market by acquiring a local services
company specialising in network maintenance and upgrades.
The company in question is Freycom S.A. with its business area
in upgrades and maintenance of cable and house networks. In
Switzerland, penetration of cable networks is one of the high-
est in Europe with about 250 local operators in the business.

® Heading for Lean Production

In 2010, Teleste continued with lean manufacturing and increas-
ing the efficiency of its production according to the company’s
production strategy. At the beginning of the year, in the end of
January, the new module manufacturing plant built next to the
Littoinen headquarters was introduced. New premises enabled
pulling all manufacturing activities taking place in Finland toget-
her into one single plant. That meant, that nearly 90 persons

New module plant
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New pull-controlled picking warehouse  New production cell

In July Teleste was awarded a contract

to supply, together in partnership with

IBM France, who is acting as the prime

integrator, to SNCF (French National Rail-

way Corporation) a centralized recording
solution to be used for their video surveillance infrastructure.
The centralized recording system in question has capacity to
record 8 300 surveillance camera streams simultaneously,
expandable to 35 000 cameras, which is one of the largest
single recording platforms in use globally in video surveillance
systems.

In August Teleste was chosen as an exclusive FTTx-equip-
ment supplier for HOT Telecom in Israel. The large-scale
Fttx upgrade deployment program of HOT Telecom cable
networks, covering two million Homes Passed, will start by
changing the architecture from HFC towards very deep fibre
to enable higher capacity for new services up to 100 Mb/s
high speed data, VOD, telephony and HDTV.

In September Teleste acquired a Polish system integrator
Satlan Sp. z 0.0. The company delivers IP video and broad-
band solutions for Polish operators and service providers.
Through this acquisition, Teleste further expands its market
presence as a video services solution partner for cable opera-
tors, broadcasters and IPTV service providers.

New lean shipping department

changed office from Nousiainen to Littoinen. Concentrating the
manufacturing to Littoinen was a major logistical and environ-
mental reform, which reduced the processing of materials and
semi-finished goods, minimized transportation time and enabled
reduction in work in progress. Employees welcomed the change
and the move of module manufacturing activities carried out in
stages was finished swiftly in less than a week.

In addition to consolidation of our manufacturing operations,

we invested in 2010 heavily in the development of logistics
operations of the Littoinen plant. With the new premises we
introduced a storage location system integrated in our ERP
system and a new pull-controlled picking storage. The layout and
component placement of the new picking area was implemented
by optimizing picking routes, which enabled a reduction both in
terms of picking distance and time. As part of the development
of our logistics functions we also introduced a new lean dispatch
center.

In 2010 we continued to develop our final production by switch-
ing over to the pull-controlled cell-based manufacturing, which
enables a customer-oriented, efficient and flexible method of
production. This Lean Production -project will continue in 2011
with a special focus to improve production control and supply
chain management in line with the LEAN principles.

i e

New pallet storage and loading area

In October Teleste’s subsidiary Cableway
AG signed a three-year contract extension
with Kabel Deutschland on the upgrading
and maintenance services of cable net-
works. In terms of net sales, the estimated
annual value of this frame agreement equals approximately
EUR 50 million. Cableway is by far the largest service provider
in Germany focusing on cable networks with every major Ger-
man cable operator included in its clientele. Kabel Deutschland
is the largest cable operator in Germany with approximately
9 million connected households today.

Further in October
Teleste undersigned
an agreement with
INEO (GDF Suez Group) g
to provide a video
surveillance system for
Paris police organisa-
tion (Paris Préfecture g
de Police). The system will manage directly more than 1 100
cameras within Paris territory, and will interconnect with
other security networks across Paris metropolitan area, in
total covering more than 10 000 cameras: railways, under-
ground, city of Paris traffic control, large Parisian malls, etc.




(») Strategy and Vision

Leader in Broadband Video

The world is at the brink of digital revolution. The changes in communications are going to
change the world. Digital video will be everywhere. People want to see their favourite content
wherever they want and whenever they want. Networks must evolve to make it all possible.

We at Teleste are ready to transform these challenges into opportunities, based on our strong
knowhow and competence backed by over 50 years of industry experience. We do this by

© Key Strategy Areas

At Teleste we have defined three key objective areas where we will take strategic steps:

Customer Comprehensive application understanding. We offer solutions
Satisfaction More value by innovations (improving ARPU, reducing OPEX)

Local presence, channel partners, new customer base (telecoms, ISP’s)
Technology Number one in European cable access networks
Leadership Innovative broadband solutions (e.g. Fibre-to-the-Home)

Best mid-segment TV headend solutions
Managed professional surveillance systems

Pan-European The most preferred Pan-European service provider for cable operators
Services Entrepreneurship combined with operational excellence and technology understanding

developing innovative solutions and services to build the future.

©® Core Competence, Values and Vision

CORE COMPETENCE
Transformation of awareness
about customer needs and
technology into fully
optimised end-to-end
broadband and video
solutions for operators

VISION
Leading provider of
broadband video
technology and servi-
ces for operators

Video processing and
transmission technology (RF, IP)

VALUES

® Customer centricity
® Respect

® Reliability

® Result orientation

We continue to focus on product solutions and services for processing, networking, transmission and
management of video and data for operators and public authorities.

© Strategic Directions

Video and Broadband Solutions

Our strategic development focuses on inno- ‘i‘; “’iﬂ!
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vative and more value creating product solu
tions for broadband and access networks,
TV headends (video processing) and profes- & >
sional video surveillance applications with - -
increasing interest in network management.

We will continue our strong local presence
in our target markets (Europe and selected
other markets) and will continue to utilise
and strengthen our deep understanding

of the needs of our customers for offering
optimised solutions. Technology will remain
at the core of our activities.

Network Services

Our strategic development focuses on com-
prehensive and high added value network
service solutions for cable networks in
selected markets.

We will continue strengthening our strong
local entrepreneurship, our operational
excellence and technology understanding.
We aim to become the most preferred
Pan-European service provider for cable
operators.

High added value services

We are a high technology company with customer oriented
technology development as our main approach. By utilising the
synergy of our product solutions, we are investing also for the
development of the second pillar of Teleste - services business.
We will be the winning Pan-European service provider for opera-
tors offering top service quality.

We do this by expanding our best practises, increasing our know-
ledge based services, moving fast, trusting on local entrepreneur-
ship and understanding well the specific customer needs. We work
towards understanding even better the operator’s business, app-
lication, their needs and underlying drivers, to be better able to
create value by innovations.

Teleste is number one European provider of HFC (hybrid fibre-optic
and coax network), including deep fibre networks, and we are
working towards increasing our market share. We are challenging
the residential data market with our advanced next generation
network solutions, which include our optimised offering for mig-
rating HFC towards more fibre-rich networks (FTTx). We continue
developing comprehensive DVB and IP based products and sys-
tems to improve our strong position in cable TV and IPTV head-
end and video management business, as well as widening our
product range and competence through strategic partnering. In
video surveillance business, we are focusing on large integrated
systems, customization capability and total network and manage-
ment solutions.

® Service and Network Requirement Are Changing...

The revolution in communications as well
as new digital content and services will
change the world. We will communicate
with people and devices/machines in new
ways, and consume new content in new
ways; wherever and whenever we want,
with whatever device we have for the
purpose.

HDTV, IPTV, 3DTV, YouTube, up/down-
loading, social media, WebTV, gaming,
smart phone and tablet PC’s, mini laptops,
mobile TV, Security & surveillance all
around you... this is just the beginning!

All this means more bandwidth require-
ments. Actually, we will need more
bandwidth/speed tomorrow than we can
imagine today. In spite of, and especially
because of the fast evolution in mobile
communications, the need for expanded
physical access will increase, generating
new uses. Actually, for high-speed
connections, i.e. up to 1 000 Mbps or
higher, physical network is so far the only
cost-efficient solution. The existing hybrid
fibre coaxial (HFC) networks already
provide very high capacity, and they will
continue their evolution towards fibre-rich
networks (FTTX).




@ CEO’s Letter

2010 - Year of Good Recovery

Recovery of the global economy from the deep economic crisis of 2008-2009 has
been relatively slow. This has, of course, also had its implications for Teleste’s success
in 2010. Yet, thanks to our acquisitions, own efficiency measures and the moderate
pick-up in the demand for solutions of our product business area, we can look back to
2010 as a financially successful year. Both net sales and operating profit increased
significantly compared with the previous fiscal year.

We managed to achieve considerable cost savings by increasing
the efficiency of our material procurement and by adjusting our
need for labor to the prevailing challenging market conditions.
Satisfactory economic development could also be seen in our
product business, where the sales of network technology, video
processing solutions and video surveillance systems were picking
up slightly. These measures and developments also affected
Teleste’s key figures. Net sales increased by 18.5% amounting to
EUR 167.8 million (141.7). Operating profit increased by 195.0%
standing at EUR 7.4 million (2.5). Undiluted result per share
equaled EUR 0.27 per share (0.02) and return on capital emp-
loyed was 10.2% (3.3%). This positive trend was also reflected in
orders received, which rose by 10.7% to EUR 167.2 (151.0).

Network Evolution Continues

The developed world is undergoing a great digital transition. In
particular, the use of moving images across multiple channels
and devices continues to grow strongly. Yet the breakthrough

of ubiquitous video unrestricted by time or space makes high
demands on the network and video processing technology. More-
over, the ways of distributing the wide variety of video services
are looking for their well-established commercial forms.

The progress of technological evolution is positive news for
Teleste Video and Broadband Solutions, which is @ major player
in modern broadband subscriber networks, video-on-demand plat-
forms and video surveillance systems in the European market.
Teleste is the leading European company in the hybrid fibre-
coaxial (HFC) networks used, in particular, by the cable operators.
These advanced networks allow the operators to provide the
end-users with a wide range of services including high-definition
broadcasts, IPTV options, VoD and 3D services, and high-speed
internet connections.

A gradual improvement in the general economic situation began
to show in the operators’ investment behavior in 2010. Similarly,
exacerbation in the global security situation together with
increasing numbers of passenger was positively reflected in the
sale of solutions provided by our product business. Signs of
recovery were particularly seen in the demand for optical network
solutions, Luminato headends and our video surveillance and
recording systems.

A concrete manifestation of this was the EUR 16 million frame
agreement signed in July with HOT Telecom. The conventional
cable networks of the Israeli company will be upgraded to a deep
fiber solution, which enables high-speed data as well as the
future services of video-on-demand, high-definition television

and telephony.

Our long-term cooperation with the French national railway
company SNCF continued in July, when we secured the order

for the centralized storage solution for video surveillance. The
centralized system delivered together with IBM France will simul-
taneously record digital content supplied by 8 300 surveillance
cameras monitoring traffic on the rails.

In October, another handsome entry could be added to our
prominent track record in video surveillance in France, when
Teleste signed a contract of almost EUR 7 million with the Paris
metropolitan police organization. The video surveillance solution
for downtown Paris delivered together with Ineon is designed to
facilitate traffic management, maintenance of order, rescue work
and prevention of crime and terrorism. The system includes an
active video network equipment, recording infrastructure, soft-
ware applications and systems management.

In the autumn, we strengthened our position in Poland’s rapidly
emerging markets by acquiring the entire share capital of the
major systems integrator Satlan Sp. z 0.0.. Satlan supplies IP
video and broadband solutions to Polish cable operators and
service providers.

Video and Broadband Solutions’ net sales in 2010 amounted to
EUR 82.0 million (76.3), an increase of 7.5%. The impact on net
sales of the Satlan acquisition was 3.6 million. Operating profit of
our product division increased significantly to EUR 6.3 million (0.7).

German Services Operations Reorganized

Teleste’s services business area Network Services focused on
supporting the operations of Europe’s largest cable operators. In
practical terms this involves services related to design, construc-
tion, upgrading and maintenance of cable networks. An increasing
number of operators outsource their technical services to special-
ist firms as the system becomes more complex and the costs

of the network maintenance increase. This, of course, opens up
opportunities for the sales of Teleste’s own product solutions.

Our strategic acquisitions carried out in 2009 in the most valuable
European cable networks market of Germany had a key impact on
the profit from our services business in 2010. Reorganizations of
our German operations such as merging of companies, elimina-
tion of overlaps, geographical clarification and temporary use of
contractors took longer than expected, which slowed down the
development in net sales. Moreover, deliveries mainly involved
simple services like cable modem installations, which brought
down the level of financial performance. Nevertheless, the three-
year services contract signed with Kabel Deutschland at the end
of the year secures our leading position in the German services
market enabling a long-term development of the business.

Besides Germany Teleste also runs active services business else-
where in Central and Northern Europe and Great Britain and these
are all areas with a very high cable penetration. In Switzerland we
invested in a relatively small services company to get established
in the French-speaking region of the country. In Belgium and Fin-
land Teleste continued deliveries of network design services to the
leading cable operators in these countries. Similarly, in the UK our
planning and projecting services remained at a satisfactory level.

Net sales of Network Services increased by 31.0% to EUR 85.5
million (65.4). Part of the increase in net sales was due to acquisi-
tions. Operating profit stood at EUR 1.1 million (EUR 3.2 million).

Streamlined Cost Structures

In 2010, Teleste continued to lighten the costs to the level
required by the market situation. 24 people were made
redundant as agreed in the co-determination process and the
personnel in Finland continued on rotating layoffs. Savings were
achieved also in material procurement. In production, lean manu-
facturing was developed further. Towards the year-end, expan-
sion measures were launched to concentrate Teleste’s Finnish
operations in to the Littoinen plant.

The impact of the effective cost adaptation measures were felt in
Teleste’s result. Difficult projects were carried out through good
co-operation with the personnel. Team Spirit was in the focus of
training provided in our special Forward Together Year. This was a
campaign for the development of leadership and team skills, and
introduction of new methods drawing on the expertise of the
personnel.

Teleste’s competence lies in its state-of-the-art technical exper-
tise. Thus, our R&D efforts were maintained on a high level given
the size of the company. Our investments in R&D amounted to
EUR 10.3 million (10.8). The key development items included the
Luminato headend system, our modular optical node, and the
video surveillance management system VMX.

Outlook 2011

Teleste is operating in growth areas of the future such as net-
work technologies and services as well as processing and video
surveillance systems. Convergence in the provision of services
by the cable and telecom operators, toughening competition
and the growing threats of the general security situation create
conditions, which promote demand for our product and service
solutions.

Nevertheless, | expect the growth in 2011 to be just moderate.
Teleste is a strong player, especially in Europe, where the market

Convergence in the provision of ser-
vices by the cable and telecom ope-
rators, toughening competition and
the growing threats of the general
security situation create conditions,
which promote demand for our
product and services solutions.

recovery is seen to continue relatively subdued. | believe that the
gradual revival in our target markets will, however, continue. The
cold winter in Europe will, in its part, affect our operations in the
first quarter of 2011. Demand for the services provided by our
Network Services is likely to remain relatively stable.

While posing a challenge, the calmness in the markets also pro-
vides us with an opportunity. We will continue determinedly the
implementation of our strategy with our goal set on profitable
growth. Our offering of products and services is competitive, and
our well-known track record of customers will strengthen the
sales of Teleste products.

I would like thank everyone at Teleste for the cooperation and
team spirit shown in a truly challenging year. As to Teleste’s
other stakeholders including customers, partners and share-
holders, | thank you for your continued support and commitment.

Jukka Rinnevaara
President and CEO
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THE DIGITAL FUTURE - The changes in communications will
impact the whole world. Digital video and data will be everywhere.
People want to enjoy their favourite content wherever they want,
whenever they want and with the device they prefer. We at
Teleste supply solutions to make that change possible.

Our Businesses

In Teleste’s two business areas,

Video and Broadband Solutions and
Network Services, we focus on product
and service solutions for the processing,
transmission and management of video
and data for operators and public authori-
ties who provide a variety of video-related
information, entertainment and security
services to end-users.

VIDEO AND BROADBAND SOLUTIONS is organized into
business units with emphasis on product solutions for broad-
band access networks, video service (headend) platforms and
video surveillance applications. With broadband access and
Cable TV & IPTV headend solutions we are paving the way
towards a new, more interactive world of media. We do this
by making future TV quality and data transfer rates available
today. In Video Surveillance, our aim is to help improving the
safety and efficiency of society.

NETWORK SERVICES delivers comprehensive network service
solutions, including network design and planning, rebuild-

ing, updating and maintenance services for cable and FTTx
network operators. This allows the operators to keep a step
ahead with their infrastructures to make digital revolution
possible.



14 (»] Business Areas

KEY MARKETS
Europe and selected
markets in Asia.

MISSION
To enable the development
of home entertainment by
providing innovative and
reliable technology solutions.

PRIMARY CLIENTELE
Cable operators,
telephone operators

OUR VISION SOLUTION
The leading technology HFC access network
partner to the cable and integrated video

and system integrators.

operators. headend solutions.

Video and Broadband Solutions

TV Distribution Businesses

Teleste Video and Broadband Solutions provides access network products, headends
and on-demand video solutions to cable and telecom operators of all sizes.

Our Business

Teleste is the leading supplier of access networks to European
cable operators. Our offering includes all components of the
HFC network from fibre-optic solutions to field amplifiers and all
the way to house network amplifiers and passive components.
Teleste’s key competitive edge is our ability to respond to the
needs of the large operators by modifying our provision of
products to solve the customers’ challenges.

Teleste goes back a long time as a supplier of headends. Our
focus has shifted from analogue headends to fully digital ones
to be complemented by our next generation IPTV product range.
In this segment we have expanded our market area especially in
Eastern Europe and in selected Asian markets, with new expan-
sion focusing in Spain and Latin America.

The significance of support systems is growing rapidly as the
technologies and systems get increasingly complex. In our
product business we focus on the provision of consultancy serv-
ices related to system design and system verification, mainte-
nance services for the supplied systems as well as training.

Customers and Markets

The traditional backbone of Teleste's clientele is formed by larg-
est European cable operators. Today’s cable operators provide
the households with all the essential telecommunication services:
TV programming, telephony and broadband access to Internet.
For the operators to maintain and strengthen their competitive
edge they need to invest continually in increasing access network
capacity and in solutions allowing them to launch to the market
new innovative services.

The operator world is experiencing a major disruption when the
traditional broadcast TV distribution is evolving to on-demand
service delivery. For the first time, the incumbent telecom opera-
tors are in a position to start winning significant market share

in TV distribution market. This may open new business oppor-
tunities for Teleste’s DVB head-end offering as well as associ-
ated optical transmission equipment for distribution of the TV

programs to consumers. Such solutions have already been sup-
plied by Teleste to TeliaSonera for their TV distribution service in
Finland.

Teleste’s latest generation of headend solutions is designed

for small and medium sized networks. Alongside with small
independent operators this also allows the large cable operators
- who apply Teleste’s solution to their regional networks - to use
our products. In order to reach the small and medium operators
Teleste has focused particularly on building up distribution chan-
nels especially in Central and Eastern Europe. With the target to
reach overseas markets, Teleste has established OEM arrange-
ments with branded vendors who have existing sales channels in
markets such as Middle-East, Spain, Russia and Americas.

Highlights 2010

Year 2010 was characterized by continuation of economic
depression, which started in 2009. This recession continued to
affect network investments by some cable operators. Due to the
picking up of investments during Q4, the sales reached modest
growth.

The main investment in 2010 was the acquisition of Satlan

Sp. z 0.0.. Satlan is a system integrator in Poland, with signifi-
cant market share in the digital head-end market in Poland. The
target is to further grow the Satlan system integration business,
with particular focus on Video on Demand solutions, leveraging
Teleste MyCast software platform. Furthermore, the target is to
leverage Satlan presence in Poland to win market share in the
HFC market.

A major win worth noting was HOT Telecom agreement which
opened our sales into Israel. Another significant new market
entry has been the roll-out of RF overlay solution for TeliaSonera
in Finland, helping TeliaSonera promote its TV services to a much
wider subscriber base in major cities in Finland. Fibre optic seg-
mentation projects generated sales in Benelux, Nordic countries,
France, Germany and UK. Eastern European market has been
more active as well.

©® Customer Cases

Numericable - DVB-C and DVB-T service
delivery in cable TV network

Numericable is a part of Altice Group and the largest cable

TV operator in France with 97% market share and coverage of
nearly 10 million homes. Their network consists of tens of regio-
nal hubs knitted together by nationwide IP backbone.

Due to gradual discontinuation of analogue TV broadcasting
during 2010 and 2011, Numericable was looking for an advan-
ced solution to turn traditional analogue TV services to digital.
In addition to providing TV services received via the IP back-
bone, Numericable wanted to complement the service selection
with local terrestrial TV services received at each of the local
headend. All the services were to be broadcasted with both
DVB-T and DVB-C standards into Numericable cable TV network.

Teleste Luminato platform was shortlisted for negotiations and
it appeared to be appealing to Numericable both technically and
commercially. The main advantages were modularity and density
of Teleste Luminato, meaning in practise that each Numericable
headend required only one Luminato chassis to receive the TV
services from the specified sources and ingest them to Numeri-
cable network in the required formats. Luminato redundancy
features and ease of use were considered outstanding as well,
all resulting to high reliability and cost savings which were well
appreciated by Numericable.

In 2010 we continued our strong sales growth of the Luminato
headend system. We have received orders from major cable
operators like Numericable in France, as well as through our
sales partners in Eastern Europe and China. Towards the end
of the year, a strategic collaboration agreement was completed
with Ikusi in Spain, with the target to grow Luminato sales in
Spain and Latin America, using lkusi’'s strong presence in those
markets.

The Steps to Follow

As to the HFC network, we will especially focus on fibre-optic
solutions. Main emphasis is on flexible optical nodes allowing
operator to optimize its network investments, using flexible,
future proof product platform. We are continuously developing
our Fibre to the Home solution for cable operators, using Radio
Frequency over Glass (RFoG) technology. We are constantly
looking for new innovations allowing the operating expenses to

TeliaSonera Finland - Cost-effective Distribution
of TV Services by Means of Teleste’s Product
Solutions

TeliaSonera is an International telecom group that offers both
fixed and mobile network telecommunications services to enter-
prise and consumer customers. TeliaSonera offers services in 20
markets in the Nordic and Baltic countries, the emerging markets
of Eurasia - including Russia and Turkey - as well as in Spain.

For years TeliaSonera Finland has been building up a fiber-optic
network in numerous Finnish cities to span the last mile. This has
provided a good starting point for offering households both TV
and broadband services.

TV services are delivered via TeliaSonera’s own national IP
backbone network in several towns in which the services are
transferred through fiber-optic network to households. Teleste’s
equipment deliveries related to fiber-optic network began in late
2009. The deliveries included Edge-QAM headends and optical
transmitters, light amplifiers and real estate receivers of the
optical transmission system.

All delivered system components are also connected to a net-
work monitoring system via TeliaSonera’s network management.
For TeliaSonera comprehensive monitoring of network elements
is an important function to ensure the quality of networks. Telia-
Sonera will continue to build new networks based on the same
technology.

be minimised either by automating field work or by replacing it
with remote network management.

The optical access network and the passive products market
provide opportunities for growth in which Teleste’s traditional
strengths can be put to excellent use. Furthermore, in in-home
networks there is need for new technical innovations allowing
interactive video to be distributed to various devices in house-
holds.

On sales development area, we will further evaluate sales oppor-
tunities to telecom operators, with main focus being in Europe.

We will continue in developing the Teleste Partner Program
designed to ensure our resellers’ ability to develop the sales
of Teleste products while providing professional maintenance
services.

15



16

(:] Business Areas

MISSION
Enable high-quality
and efficient work of
security professionals

through provision of global scale.
video surveillance PRIMARY CLIENTELE
technologies. The systems developed by
OUR VISION Teleste are supplied mainly
A leading provider to the public sector. Teleste
of integrated video SOLUTION i i i
surveillance RGN E eie(jl'lﬁ;t'zsfz:l&?eo:otsi E;ert
solutions. V|desoo{1:§cr)1|r']c;3rlng through system integrators.

KEY MARKETS
The business focus is
on high-quality video
surveillance networks for
road, rail and public places
monitoring and corporate
security systems on a

Video and Broadband Solutions

Video Networks

Teleste Video Networks delivers all-inclusive CCTV applications. We focus on
demanding targets requiring video surveillance that allow the end-user to benefit
from networking together cameras, recorders and workstations across a number of

locations into one unified CCTV system.

Our Business

Teleste Video Networks makes available comprehensive CCTV
solutions, which consist of a combination of state-of-the-art
products and technologies, complemented with professional
services ranging from system design through project deploy-
ment to system maintenance and training. In system integration
projects, CCTV is linked up with other systems like traffic man-
agement systems, alarm & crisis management systems etc.

Through its own offices, Teleste Video Networks is present locally
in all the major geographical markets: Europe, North-America and
Southeast Asia. End-users are reached mainly through channel
partners.

Customers and Markets

Teleste Video Networks is focusing on end-user segments requir-
ing large-scale systems with a wide range of advanced features.
The most significant segments stand for the public sector, such
as local police for city centre monitoring, and authorities in
charge of rail, road and air transport. As to the private sector
applications, the primary end-user segments include business
running critical infrastructure as well as utilities. These target
market segments demand advanced video surveillance systems
requiring high-quality and real-time video, audio and data net-
working, including tools to analyse and process the recorded
video material.

Our customers wish to use the same CCTV system for a number
of purposes. For instance, the video monitoring system at an air-
port can be used by airlines, retailers at the airport, guardian and
security service providers, police and border guard, to name a
few. This allows for maximum utilisation of the made investment.
For these complex demands, the end-customers are looking for
partners who can deliver customised solutions including mainte-
nance and operation of the relevant infrastructure.

The long-term market outlook for IP based video surveillance is
positive - in the coming years the current analogue systems will
be replaced by full-digital systems and any new constructions will
rapidly move over to IP based solutions in all the market areas.

Highlights 2010

The global recession made its mark also on the video surveil-
lance market, with some customer segments or markets facing
downturn. Investments were slow e.g. in banking, retail and
traffic monitoring applications. Similarly, public deficits impacted
negatively public sector investments e.g. in Spain and UK. On the
other hand, investments targeting enhancements in homeland
security continued on a strong level. Additionally, markets like
China and France experienced healthy growth.

Major customer wins in 2010 included a contract to deliver a
world-class centralized recording platform for French National
Railway Company SNCF. This project was won together with
IBM, who provides the technology platform to SNCF as a hosted
service. This platform provides a single recording entity with
initial capacity to handle 8 000 video streams. The previously
contracted deliveries to SNCF continued on a steady level. In the
rail segment Teleste also completed deliveres to Chicago Transit
Authority, covering recording solutions for 144 stations.

In city surveillance segment, Teleste secured a position as

the technology supplier for the winning consortium to supply
Préfecture de Police in Paris metropolitan area state-of-the-art
video surveillance platform. The consortium is lead by Ineo, part
of GDF Suez group in France. The project deliveries, valued at
almost EUR 7 million, take place in 2011-2013.

The first system to Queensland State Gatton prison was com-
pleted. This project was delivered in collaboration with Saab

® Customer Cases

Southern Queensland Correctional Precinct

The State Government of Queensland, Australia is construct-
ing a new Correctional Precinct at Gatton in Southern Queens-
land. A 300-bed high security correctional centre is currently
being constructed as part of the first stage of the precinct
development and SAAB Security Pty Ltd are the electronic
security solution provider. The CCTV solution was designed

to utilise both the VMX management products, and the MPX
edge devices from Teleste Video Networks. The equipment
was delivered through our Australian partner company Optical
Solutions Australia.

The Saab Group serves the global market with world-leading
products, services and solutions from military defence to civil
security. With operations on every continent, Saab continu-
ously develops, adapts and improves new technology to meet
customers’ changing needs. It's most important markets
today are Europe, South Africa, Australia and the US. Saab
has in excess of 13 000 employees globally, and approxi-
mately 400 in Australia. To adapt to the new conditions in
the global Defence market, SAAB reorganised earlier in 2010
into five business areas: Aeronautics, Dynamics, Electronic
Defence Systems, Security and Defence Solutions, and Sup-
port and Services. It is the Security and Defence Solutions
business unit (Saab Security Pty Ltd.), headgquartered in
Adelaide, South Australia, which Teleste is co-operating with,
in the correctional facilities market.

Optical Solutions Australia is a supplier to the fiber optic

industry, and the distribution partner of Teleste Corporation
Australia. They are distributors of a select collection of prod-
ucts from world leading manufacturers, as well as their own

Security as the prime integrator. Also further expansions of the
CCTV platforms in Capetown, South Africa, are worth a mention.

In addition to these significant projects, we have continued and
expanded our businesses in the existing market areas of Aus-
tralia, the Near East, South Africa, Europe and the USA.

The Steps to Follow

The video surveillance market is in the phase of transitioning
from analogue video to all-digital video surveillance systems,
built on generic IP networking infrastructure. The focus in R&D
has shifted towards application software development, as well
as implementing new system level functionality, encompassing
both video encoding, recording and client application.

The video surveillance industry has adopted a strong agenda

to reach interoperability across products used to build CCTV
systems. Teleste is in favour of these standardisation initia-
tives and is committed to adopt ONVIF standard for relevant
products. During 2010 first implementations of ONVIF interfaces
have been done. In conjunction with this, video standard H.264

manufactured items. They have 6 offices dispersed around
the country, servicing government, mining and transportation
clients in New South Wales, Queensland, Victoria, Western
Australia and the Australian Capital Territory.

The three entities all brought their ‘best game’ to the effort,
to ensure that the end customer received a standards based,
future proof, flexible, robust and fully integrated security
system. Saab, Optical Solutions Australia and Teleste,
designed and developed the closed circuit television segment
of a comprehensive security system. The Saab product is the
integrated security management platform, which delivers the
unified user interface for all the disparate parts, which include
intercommunications and public address, access control,
perimeter fence alarms, CCTV and others.

The task required Teleste to develop their software decoding
engine to be embedded within the Saab platform, as well as,
offer an open technical support service to enable Saab to con-
struct the programmes that allow their product, to accurately
direct the VMX utilities to respond to commands to transmit,
display, store and retrieve voice and video data, from any
location to any location.

Optical Solutions Australia was also responsible for design-
ing and supplying the data network for the whole facility,

and additionally took on the role as the conduit through which
the IP camera vendor, Pelco, had their products integrated
into VMX.

As far as robustness is concerned the customer, quite cor-
rectly, demanded multiple layers of redundancy. That is why
the VMX solution has been implemented with the usual
collection of automated failover systems for the servers, and
recording devices.

The CCTV element of the security solution comprises a hybrid

collection of analogue and IP cameras, more than 400 in total.

The video data is displayed in multiple control rooms, as well
as being recorded simultaneously with the audio devices in
use. The system includes more than 375 TBytes of online
video storage.

As mentioned in the introduction, this is the first phase of
construction at this precinct, which will continue to be deve-
loped to meet the increasing demand for secure correctional
accommodation, and is expected to finally be approximately
seven or eight times as large as the present system.

is rapidly gaining ground in the video surveillance applications.
The VMX video control and recording software by Teleste already
support the H.264 standard. This development will be comple-
mented with launching of field hardened encoders supporting the
H.264 standard to the market during 2011.

The VMX video control and recording software is being devel-
oped in two respects. First, the video recording capacity will

be increased so that the software can be applied to create the
world’s most heavy-duty centralised recording systems with
top-notch reliability. Second, the software will be made more
integration-friendly by adopting, for instance, Web Services tech-
nologies in the user interface development.

Teleste Video Networks is continuously expanding its network of
channel partners in order to address new markets and to maxim-
ise our reach to end-users. Our aim is to establish long-term part-
nerships through promotion of mutually profitable growth. Key
development is to win new channel partners with IT or Telecoms
system integration background, as the fully digital video surveil-
lance systems will be demanding integration competences from
the IT domain.
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(:] Business Areas

SOLUTIONS
New construction, upgrading
and maintenance services
for cable networks.

OUR VISION
To be the leading provider
of network services to
cable operators in the
entire Europe.

Network Services

PRIMARY CLIENTELE
Our main customers include cable
operators providing end-users
with TV channels, telephone
connections and broadband
data communications.

KEY MARKETS
Northern and
Central Europe.

The year 2010 was twofold; the first half was characterized by a stillness in the market
and hence a low volume of services, whereas in the end of the year even noticeable
capacity constraints in the implementation of the services became evident.

Business Description

The primary clientele of Network Services business area consists
of cable operators providing their end-users with three main
basic services: TV channels, telephone connections and broad-
band data communication services.

Services provided by this business area include planning, new
construction, upgrading and maintenance of cable networks.

The implementation and scope of the relevant services varies by
client ranging from stand-alone applications to integrated turnkey
deliveries. In addition to operating and consulting services we
also offer Teleste’s own product solutions.

Our know-how in services covers all the sectors related to the
cable network technology from installation and maintenance of
headends to upgrading of house networks. Parts of the projects
are carried out by our subcontractor network.

Our main market includes Northern and Central Europe with
Germany being the single biggest market area. In addition to
Germany the business unit is currently engaged in local opera-
tions in the United Kingdom, Belgium, Switzerland and Finland.

Customers and Markets

The primary client group of the business area consists of the
largest European cable operators. A great deal of the opera-
tors intends to ensure their competitiveness by providing their
clientele with new and increasingly more efficient services. These
services are designed to decrease churn among the clients and,
on the other hand, to increase the average revenue per user
(ARPU). Internally, the operators are increasingly focusing on
their own cost structure. Operations related to the technical
management and hardware solutions of the cable network are,
to an ever-increasing degree, outsourced or transferred over to
the suppliers.

The main markets for the services include Central Europe and
United Kingdom, where cable penetration is very high. In these
countries, the cable networks enable a very high-speed capacity
access for the households and in recent years the cable opera-

tors have been able to turn this online feature into a successful
service. Today, cable operators typically provide their broadband
customers with 20 to 50 megabit speeds at a very affordable price.

Highlights 2010

The first half of 2010 was characterized by a stillness in the mar-
ket and hence a low volume of services, whereas the latter part
showed sizeable capacity constraints in the implementation of the
services.

Mainly this dichotomy related to the timing of our German main
customer’s marketing efforts and it had an impact on the pace of
broadband access construction. In the early spring the customer’s
marketing efforts concerning networks were small so the number
of network upgrade projects carried out on the turnkey principle in
our service areas was also small. At the end of the second quarter
and in the third quarter the decline in volume and the fact that the
service mainly involved simple cable modem installations resulted
in a lower level of income. Towards the year-end, the volume level,
however, rose, but continued to focus on simple cable modem
installations performed in households.

Operation of our other major German customers continued by and
large on the level similar to 2009. For example, the number of
turnkey FTTH projects remained at the previous year’s level.

To organize our German operations and to simplify their structure
one of the four acquired companies was merged with the three
remaining ones. Organization and the companies’ operations were
re-arranged better to support regional operation close to the
customer. Moreover, geographic regions of the different companies
were specified and the regional organizations were reorganized bet-
ter to meet the needs for service coverage. The role of the central-
ized organization came to include the control and support functions
of the business. Business operations were decentralized into three
regional companies. The number of office workers was reduced
whereas the number of field personnel was increased to ensure
sufficient capacity in the end of the year. At the end of 2010, the
number of personnel in our German operations amounted to 594,
out of which 370 worked in the field installations.

® Customer Cases

EBL Telecom

EBL Telecom is a daughter company of EBL, a Swiss utility
company operating in electricity, heat and telecommunica-
tions businesses. EBL Telecom provides modern triple-play
services to its customers in Northwest parts of Switzerland
and in the area of Romandie. EBL’s network consists of a
combination of HFC-infrastructure and fibre based connec-
tions, catering both for private and corporate customers. As
part of their commitment to the region, EBL has acquired
several networks in their geographical area and has invested
in the upgrades of these networks.

Teleste strengthened its’ position in the Swiss market by
adding a local installation company, Freycom, to the group

in April 2010. EBL Telecom chose to work together with
Teleste and Freycom, both in the field of network mainte-
nance and upgrades. The upgrade and modernisation co-
operation projects include both planning and implementation.
Teleste’s target is to be the preferred partner for EBL also

in the future and therefore Teleste is investing in technical
training of the staff as well as has brought in technical and
management personnel with industry specific background.

CTO, Roberto Pellizzon:

“Teleste Network Services, represented by Freycom SA

in Switzerland, is our main partner in the field of network
operation, maintenance and extensions of our broadband
networks in Romandie area (French speaking part of Switzer-
land). Furthermore the partnership includes also the upgrade
of additional networks we're acquiring in this area.

EBL will strongly follow its strategy to invest in the expan-

sion of the cable business for the next years because strong
synergies with the other activities have been identified. This
will be done by maintaining the principle of outsourcing net-

In the UK our cooperation with customers developed positively
in the first half. We achieved the status of a major service
partner and in the first half of the year our volume of services
rose steadily in the planning and projecting services. In the third
quarter there was a sharp decline in demand, which in total
terms also led to a decrease in the services delivered by Teleste.
However, we managed to keep the level good throughout the
year and in November we saw the volume to turn upward again
and to develop very positively.

In Switzerland, we acquired a relatively small service company

to kick off the services business in the French-speaking region

of the country. The acquired company has two major customers,
and a few smaller local service relationships. At the end of 2010,
the company was reorganized better to respond to future needs.
Efforts were also made to develop key customer quality. Earlier
in the spring when the service company was acquired a five-year
extension of contract was signed with the main customer of the
region.

In Belgium, the network planning service offered to the country’s
leading cable operator at the end of 2009 was extended with
additional volume, so that we currently have 11 people to imple-
ment network planning for the customer in question. In addition
to this, at the end of 2010 we started upgrading the distribution
network amplifiers for the same customer. Recruitment for assign-
ments involving installation operations will continue in 2011.

In the Finnish cable network market we continued to offer our
network planning service for the major cable operators. In addi-
tion, we negotiated with a number of operators about the pos-
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work construction, operation and maintenance to qualified,
reliable and future-oriented partners.

Those requisitions where fulfilled by Teleste and their local
company Freycom SA. Although the several challenging
processes faced in the projects, EBL and Teleste/Freycom
have build-up a prosperous partnership based on mutual
trust and understanding.”

Network Design Services at Telenet

Telenet is a leading provider of broadband cable services in
Belgium. Telenet provides cable television, high speed inter-
net and telecom services, primarily to residential customers
in Flanders and Brussels. Under the brand name Telenet
Solutions, it also provides services for companies in Belgium
and Luxembourg. Telenet has about 2,8 million homes
passed in their combined networks and over 1,1 million
broadband internet customers, and is listed on the Euronext
Brussels stock exchange.

In the beginning of 2010, Telenet chose to work together
with Teleste Belgium in the area of detailed network design,
in their Pulsar upgrades programme. The programme lasts
for several years and includes capacity upgrades and
segmentations in their network, to cater for the growing
bandwidth demand among Telenet’s customers. Teleste’s
network designers are carrying out design tasks and are
interfacing with Telenet’s own personnel, as well as with
other contractors. Teleste’s designers and coordinators are
working in close co-operation with Telenet, in order a cost-
effective and fast delivery from high level network design to
actual realisation in the network. Key reasons for Telenet’s
decision to choose Teleste were Teleste’s extensive applica-
tion know-how, references and strong presence in Belgium.

sibility to take in charge of their cable networks maintenance and
upgrades. We expect to see the results of these negotiations in
the first half of 2011.

The Steps to Follow

The main priority for 2011 will continue to be the development
of profitability of the Germany volume business. We will push
through two major development programs, the first of which
relates to automating and streamlining of our resource manage-
ment in the field installation service and the second involves
development of quality of service in partnership with our main
customer. With the first program we will introduce new software
to optimize resource planning and to organize the fieldwork. The
key activities of the second program include targeted field staff
training programs for both the subcontractors’ personnel and
that of our own. In addition to these programs we will continue
to shape our nationwide organization to better meet the local
service needs, and we will invest in the reporting and material
management systems.

In the UK we will continue to focus on profitable growth. Our
goal is to expand the key customerships so that at the end of
2011 we would have at least 2-3 significant new customers.

In 2011 the number of UK personnel will break the limit of 100
people.

In the smaller service countries we will continue to ramp-up the
business in line with country-specific plans. We will focus on
recruitment and ensure the profitability of the business right
from the beginning. There are no planned acquisitions for 2011.



DURING THE YEAR, improvement in management & leadership,
competencies and communications has taken place. Trained
participative methods have been introduced and utilized really
extensively throughout the organization the whole year around.

It has been gratifying to see the wide and varied application of
participative methods in projects as well as in the development of
daily work and activities - in meetings for example.

Personnel and
Environment

As an innovative technology group Teleste’s
expertise and competitive edge are based
on motivated and professional personnel.
The conducted internal personnel surveys
have long indicated our strengths to lie in
openness, appreciation and encouragement
of responsibility. We are determined both
to maintain and develop these strengths

by encouraging and supporting personnel’s
initiative and by improving the opportunities
to get involved.



(:] Personnel and Environment

MISSION
HR aim at satisfied,
committed and skilled

personnel.
OUR VISION
Flexible, innovative
and learning organization
in support of Teleste’s
strategy.

THE THEME
FOR THE YEAR 2010

Forward
Together

SOLUTIONS

Good governance, open

and inclusive work culture

Personnel

and functional
HR processes.

Teleste is an innovative technology group, the expertise and competitive edge of which

are based on motivated and professional personnel. At the end of 2010, the number of

Teleste’'s employees stood at 1233.

HR Vision, Goals and Strategy

In terms of our vision concerning HR, the company is in posses-
sion of a flexible, innovative and learning organisation, which
supports the corporate strategy.

The objective with HR is satisfied, committed and competent
personnel supported by good leadership, open and participatory
work culture as well as functional HR processes.

Strategic focus areas in 2010 included:
Participatory dialog between the employees and management
implemented during the strategy drive and which enabled a
broader understanding concerning interdependencies between
the strategies of different units.
Leadership training with the focus on personal and team
leadership, innovation skills, and their management, as well as
participatory methods.
Personnel survey exploring the views of the entire staff.
Launch of the development of the remuneration policies.

Forward Together Theme Year 2010

Like many other companies operating in the export and techno-
logy industry Teleste has also struggled with recession. On the
part of the personnel, the recent years have necessitated a high
degree of flexibility, for instance, in the form of layoffs. The con-
ducted internal personnel surveys have long indicated Teleste's
strengths to lie in openness, appreciation, encouragement and
encouragement of responsibility. Despite the recession we were
determined both to maintain and develop these strengths by
announcing 2010 our Forward Together Theme Year. Objectives
of the Theme Year were:

To be ready for the next economic boom

To raise the company spirit and to support participatory culture

To improve our own practices in order to strengthen our

international competitiveness

To build a solid ground for our future success through new

business innovations

To have shared goals and to build interorganizational culture.

The project has been instrumental in engaging Teleste’s person-
nel in the construction of organization’s innovation culture.

During the Theme Year we focused on developing leadership,
expertise and internal communications. We encouraged and sup-
ported our personnel in taking initiative by improving further the
opportunities for participation by setting up preparatory leader-
ship training for the supervisors and innovation skills geared to
the development of work community skills for the personnel. In
this training we have also learned and practiced activating and
participatory methods of working.

Training all supervisors simultaneously has helped greatly

in putting the new skills and working procedures into use.
Participatory methods have been introduced and utilized truly
extensively across the organization and throughout the year. It
has been gratifying to see these participatory methods to be
applied widely and variedly both in projects (Strategic Projects),
development of daily work and operations and in meeting
situations (everyday innovations). Also the top management is
committed to the introduction of new practices. Methods have
been utilized, for example, in developing the procedures of the
Board of Directors and the Management Group as well as in the
participatory communications strategy of our entire personnel.

Joint generation of ideas and the introduction of participatory
approaches have greatly increased collaboration both within
the units as well as between them. Shared events have
increased awareness of the work of others, and pushed back
interdepartmental barriers. During the project, participants from
different functions have been grouped for further processing
of the generated ideas, which ensures that different needs and
views will be included. Understanding diversity and increased
cooperation have contributed positively to our whole working
community by increasing job satisfaction and the experience of
the meaningfulness of work.

Reward and Encouragement

At Teleste, systems related to payment and encouragement

are based on profitability both at the company and personal
level. The deployed incentives include systems of bonuses and
payment by results as well as those involving share bonus
schemes and options. A working group was established to refine
the ideas related to rewarding that have come about during the
Theme Year.

Well-being at Work

We at Teleste believe that a good climate and work motivation
affect well-being at work and that a healthy work community
sends out a positive image of the company and contributes to
the willingness to stay of competent employees.

At Teleste, the well-being at work can be seen in terms of low
figures for days lost through sickness and long years in service.
In 2010, 55 of our staff were celebrating their 10th anniversary
at Teleste (compared to 32 in the previous year), whereas 8 were
celebrating their 20th year at Teleste’s service (21) and five of us
had been in the house for no less than 30 years (2).

Together with the occupational health services, to support the
efforts by Teleste’s supervisors on managing the well-being at
work we drew up and introduced the Early Support approach
designed to identify problems posing a risk to the ability to work
and to come up with the correct solutions as early as possible.
The supervisors have been broken into this approach with
practical exercises.

Our leisure committee called Vapari is selected annually from
amongst the Teleste staff. This body is in charge of organising
summer and Christmas parties and various events related to
physical exercise. The company promotes many types of physical
activities by the staff through financial support. This support
was sustained even in 2010 in spite of the challenging financial
circumstances.

©® Personnel

Geographic Distribution

Finland Female

Other countries Male

Personnel on December 31

Sex Distribution

Co-operation

Continuous interaction and communication between the
personnel and the company is ensured by way of monthly
meetings between the representatives of the employer and the
employees. Interaction between the management and personnel
is also maintained by setting up joint meetings participated by
the management group and the union representatives. By this
means we have managed to create a flexible atmosphere of
cooperation, which allowed us to adapt rapidly to the changed
market situation.

Joint discussions started in late 2008 ended on January 22,
2010. These negotiations involved the entire personnel of
Teleste Corporation.

Co-operation with Universities and Third Parties

We have continued co-operation with universities and other
educational establishments to promote the image of a positive
workplace for the future professionals. This process has taken
forms such as research collaboration, patronage, and Teleste’s
representation in various bodies of universities and educational
institutes. This activity is designed to ensure the utilisation of
top expertise of the scientific community and the taking into
account of Teleste’s strategic needs in the learning programs
of the relevant educational establishments. Teleste is also

a representation of the Turku Chamber of Commerce, law,
education and labor committees.

Age Distribution

Persons
450
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~

30-39
40-49
50-59
60-65
70-75

2010 2009
Total 1233 1260
Research and Development 119 135
Operations 946 964
Sales and marketing 123 115
Admin & IT 45 46
Finland 364 403
Other countries 869 857

AMONG THE PERSONNEL we have carried out a survey, which has

el 320 EBG focused on issues relating to the work process and management. When
Michet 913 935 employees’ opinions are taken into account and everyone is allowed to

join in implementing the change, the end result will be improved.
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@ Personnel and Environment

WE RECOGNIZE THE VALUE OF

environmental responsibility and

we are committed to sustainable
development, prevention of

WE UNDERSTAND
environmental protection as a
strategic choice that is in harmony
with Teleste’s economic and
qualitative objectives.

pollution and reduction of
resource consumption.

WE COMPLY WITH RELEVANT
environmental legislation,
regulations and other requirements
to which we subscribe.

Concern for the Environment

In environmental issues we at Teleste proceed responsibly intending to adopt an
overall approach in support of sustainable development. Based on continuous
improvement, and in line with our environmental policy, we are committed to reduce
the environmental burden created by our own operations. Teleste Corporation has
received the ISO 14001 Environmental Management System Certificate.

Teleste complies with environmental legislation and regulations
in all of its operations. We at Teleste keep an eye on develop-
ments in different markets and any implications thereof to our
operations.

Teleste is guided by its environmental policy, which has been
communicated to each employee.

Minor Environmental Impact from
Production and Operations

At Teleste, the environmental burden caused by the manufactur-
ing of our physical products is relatively low compared to the
impact of the product life-cycle as a whole. Our production is
based on the assembly of printed circuit boards and electronic
equipment that bring about no significant discharges. Primary
causes of environmental load related to Teleste’s operative
activities currently include generation of waste, energy consump-
tion and transport. Furthermore, Teleste is a significant producer
of software applications the environmental impact of which is
very limited.

Teleste aspires to reduce the generation of waste in all its opera-
tions. All waste is sorted and most of it is recycled or used for
energy. Currently, only a small fraction of the waste ends up as
landfill. The amount of hazardous waste is very small and most
of it can be recycled further.

Items consuming energy include heating and power for produc-
tion facilities, testing equipment and office equipment. In 2010,
of all electric energy consumed by Teleste Corporation in Finland
68.7% was produced by renewable energy sources, 17.1% by
nuclear power and 14.2% by fossil sources.

We further reduce the environmental load caused by duty travel
by increasing access to modern IT facilities such as teleconfe-
rencing.

Minor Environmental Load Caused by Products

At Teleste, management of environmental issues is focused on
environmental impact control encompassing the product’s life-
cycle as a whole. This puts more emphasis on the significance of
cooperation with our suppliers, sub-suppliers and customers. Cur-
rently, environmental issues form a part of assessment involving
suppliers and sub-suppliers, and Teleste requires commitment to
continuous improvement in the field of environmental issues.

When it comes to minimising the products’ environmental impact,
product development provides a tool of great importance. Cur-
rently, our final products mainly consist of recyclable materials
like metals. Cable network equipment and video surveillance
systems represent relatively long-term investments in compari-
son with, for instance, consumer electronics. Moreover, they are
maintainable as well as upgradable, which means that their life-
cycle can be extended even more. This is to say that the single
most significant environmental aspect related to our products is
the power they consume. In recent years particular attention has
been paid to this aspect.

At Teleste, we also pay particular attention to the end-product
packaging and their environmental friendliness. The relevant
materials are mainly fibrous and, thus, easily recyclable.

Reducing the Environmental Impact in 2010

Regarding its operations Teleste has defined long-term environ-
mental objectives, which are subject to annual specification by
way of more detailed environmental goals.

IN 2010, centralization of the Finnish manufacturing operations to
Littoinen had a key role in the drive for reducing our environmental
impact. In line with our specified environmental goals, this move
into one place has significantly reduced the energy consumption in
Teleste’s properties and the need for internal transportation.

Teleste Environmental Objectives

Promotion of product-driven environmental thinking

Reducing the amount of waste

Reduction in energy consumption

Continuous environmental improvement in logistics and transport
Promotion of environmentally conscious thinking in supply chain

Increasing environmental awareness among staff

Highlights 2010

In Finland improvements have been made on transport logistics in such a way that one less full-time truck is needed to carry out
the transportation duties. This will, among other things, contribute to reducing greenhouse gas emissions.

By developing and re-planning the demand-supply process between our factories in China and in Finland there has been a
significant reduction in air freight. This, too, contributes to reducing greenhouse gas emissions.

Packages of our three largest volume products have been redesigned. As a result, usage of space in transportation has been
improved by about 20% with respect to the relevant products.

The so-called client packages of our passive products have been revised so that the white cardboard container has been replaced
by an unbleached brown carton. In addition, packages of some passive products have been modified so that they now include more
products than previously - an improvement in the usage of space in transportation.

Power consumption of our AC volume products has been reduced.

Printed manuals of all our AC volume products previously supplied to customers have been replaced instructions for use available
on the extranet and/or the Internet.
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CONSUMPTION OF VIDEO SERVICES expands to new consumer
platforms and is independent of time and place. Features related to
flexible selection of time of viewing video are increasing and distri-
bution of video services is expanding to new platforms in addition
to traditional television sets. Teleste MyCast IPTV platform enables
timeshift related features and receiving of video services to other
consumer platforms in addition to television sets.

Corporate
Governance
Statement

The Corporate Governance Statement
report has been drawn up on the basis
of Chapter 2 Section 6 of the Securities
Markets Act and of the recommendation
54 specified in the Finnish Corporate
Governance Code 2010.



@ Corporate Governance Statement

Teleste abides by the Securities Market Act, rules and regulations for
the public companies issued by the NASDAQ OMX Helsinki Oy, includ-
ing the Finnish Corporate Governance Code, and rules and regulations
issued by the Financial Supervisory Authority.

CORPORATE GOVERNANCE STATEMENT 2010

This Corporate Governance Statement report has been drawn up on
the basis of Chapter 2 Section 6 of the Securities Markets Act and of
the recommendation 54 specified in the Finnish Corporate Govern-
ance Code 2010 available in the Securities Market Association web-
site at www.cgfinland.fi. The Corporate Governance Statement will be
issued separate from the Annual Report.

Corporate Governance

Teleste Corporation aims at organising its management in a consist-
ent and functional manner. The governance is based on the Finnish
Companies Act and Teleste Articles of Association. Teleste shares are
listed on the NASDAQ OMX Helsinki Oy (hereafter Stock Exchange).
The company abides by the Securities Market Act, rules and regula-
tions for the listed companies issued by the Stock Exchange, including
the Finnish Corporate Governance Code, and rules and regulations
issued by the Financial Supervisory Authority. Since 1 March 2000
Teleste complies with the insider guidelines issued by the Board of
Directors of the Stock Exchange in their valid form at any given time.
These insider guidelines are complemented by Teleste’s internal guide-
lines. The company has confirmed the set of applied key values.

Annual General Meeting

The Annual General Meeting (hereafter AGM) of Teleste Corporation
is the highest decision-making body of the company. It is held at
least once a year by the end of June as specified in the Articles of
Association. The AGM is held in Helsinki in the customary manner,
and it decides on any specified tasks in compliance with the Finnish
Companies Act.

Issues decided by the AGM include approval of the financial state-
ment, allocation of profit shown in the balance sheet, discharge from
liability of the Board of Directors and the Managing Director, and the
election of the members of the Board of Directors and the auditor.
Responsibilities of the AGM also include making amendments to the
Articles of Association, decision-making concerning share issues,
granting of entitlements to options and other special rights, procure-
ment and redeeming of company’s own shares and reduction of
share capital. Teleste Corporation’s Annual General Meeting shall be
convened by the Board of Directors.

Board of Directors

Rules of Procedure

It is the function of Teleste Corporation’s Board of Directors to carry
out any administrative duties in accordance with the law, statutory
regulations, Articles of Association and decisions taken by the General
Meeting. The operating procedures and main duties of the Board

of Directors have been specified in the Board’s Rules of Procedure.
The Board shall resolve any matters of great importance in terms of
scope and magnitude to the Group’s operation. The Board oversees
and assesses the operation of the CEO and the Management Group.
The Board decides on the criteria of the company’s compensation
system and makes decisions on any other far-reaching issues related
to personnel.

In line with the view adopted by the Board of Teleste Corporation,
the proceedings of the Board will be carried out in an optimum way
without formation of separate committees but by involving the entire
Board in the so-called committee proceedings. The Board is also carry-
ing out the duties of the Audit Committee.

The Board shall conduct an annual evaluation of its performance and
working methods. The Board of Teleste Corporation has laid down
rules of procedure according to which the essential duties of the
Board include the following:
Provision for the company business strategy and its revision at
regular intervals
Approval of annual budgets and supervision of their
implementation
Decisions concerning major investments and divestments
Handling and approval of annual financial statements and interim
reports
Appointment of the President and CEO and discharging him from
his duties and specification of his responsibilities and conditions
of work
Decisions concerning incentive and bonus systems involving
management as well as staff and presentation of any related
proposals to the General Meeting as required

Annual revision of any essential risks related to the company
operation and management thereof
Laying down the company values and policies.

Election and Term of Office of the Board of Directors

According to the Articles of Association, the Board consisting of a
minimum of three and a maximum of eight members will be elected
annually the Annual General Meeting. Members shall hold office until
the end of the next AGM. On April 9, 2010 the AGM elected Chair-
man of the Board, but the same General Meeting also approved the
amendment to the Articles of Association by which the Board of
Directors will elect Chairman of the Board from among its members.
This amendment to the Articles of Association was entered into the
Trade Register on May 5, 2010.

In its meeting held on April 9, 2010 the AGM elected the following six
persons to the Board of Directors of Teleste Corporation:

Marjo Miettinen, Chairperson,

b. 1957, M.Sc. (Ed.), EM Group Oy, CEO

Pertti Ervi, Member of the Board,

b. 1957, B.Sc. (Eng.), Independent Consultant

Tero Laaksonen, Member of the Board,

b. 1946, M.Sc. (Math.), Professional Board Member
Pertti Raatikainen, Member of the Board,

b. 1956, Dr. Sc. (Technology), VTT ICT, Director Technology
Kai Telanne, Member of the Board,

b. 1964, M.Sc. (Econ.), Alma Media Corporation, CEO
Petteri Walldén, Member of the Board,

b. 1948, M.Sc. (Eng))

The Members of the Board are not employed by the company, and are
in line with the issued Finnish recommendations independent of the
company and any significant shareholders of it with the exception of
Chairperson Marjo Miettinen, who is CEO of EM Group Qy, a signifi-
cant shareholder.

In 2010, the Board of Directors of Teleste Corporation had 12 meet-
ings. The attendance of the Directors at the Board meetings was
96%. In addition to the Members of the Board the meetings were
attended by the CEO, the deputy CEO and concerning interim reports
also the CFO and persons invited separately as required.

Remuneration for the Members of the Board

The remuneration of the Members of the Board of Directors is
decided on by the Annual General Meeting. On April 9, 2010 the

AGM decided that the Chairman of the Board be paid annually EUR
40,000 and each Member will receive EUR 25,000 a year. Attendance
allowance, which is paid separately, stands at EUR 250 per meeting.
Remuneration for the Members of the Board will be paid so that 40%
of the specified annual amount will be company shares and the rest
will be remitted in money.

Salaries, remuneration and other benefits paid in 2010 to the Board
of Directors were as follows:
Marjo Miettinen, EUR 47,000 including 3521 Teleste shares
Pertti Ervi, EUR 30,500 including 2201 Teleste shares
Tero Laaksonen, EUR 30,250 including 2201 Teleste shares
Pertti Raatikainen, EUR 30,500 including 2201 Teleste shares
Kai Telanne, EUR 30,250 including 2201 Teleste shares
Petteri Walldén, EUR 30,250 including 2201 Teleste shares

President and CEO

The Company’s CEOQ is in charge of the Group’s business operations
and corporate governance in line with the law, Teleste Corporation’s
Articles of Association as well as instructions and regulations issued
by the Board.

Detailed terms of employment of the CEO are specified in a separate
contract subject to the Board approval. CEO is not a member of
Teleste’s Board of Directors. The current CEO of Teleste, Jukka
Rinnevaara, b. 1961, M.Sc. (Econ.), assumed his present responsibili-
ties on November 1, 2002. The CEO is assisted by the Corporate
Management Group.

The Company Board of Directors decides on the salary, fees and other
benefits received by the President and CEQ. Salary, remuneration

and other benefits paid in 2010 to the CEO of Teleste Corporation
totaled EUR 498,931. The contractual age of retirement of CEO Jukka
Rinnevaara is 60. The insurance premium of the voluntary retirement
insurance policy of the Managing Director was EUR 55,289, which
amount is not included in the paid salary and remuneration. As to the
contract of CEO Rinnevaara, his term of notice has been specified as
six (6) months in case the President and CEO decides to withdraw,
and eighteen (18) months should the contract be terminated by the
company.

Management Group

The Teleste Corporation Management Group is chaired by the CEO
who reports to the Board of Directors. The Group’s Management
Group currently consists of seven Members including CEO, to whom

the Management Group members report. Members of the Manage-
ment Group consist of the directors of Teleste’s business areas and
the Group Management. Most of the subsidiaries are operating as
parts of the business areas.

The Management Group handles the issues that concern managing
the company, such as issues related to strategy, budget, interim
reports and acquisitions, and prepares investments for approval by
the Board of Directors. The Management Group meets once a month
or at other times, when necessary.

Salary for all Members of the Management Group consists of a fixed
basic salary and a results-based bonus. The amount of results-based
bonus is determined by the company performance, the business area
in question and other key operative objectives. The Board decides on
the remuneration, and in March 2010 it made a decision on a new
executive incentive scheme (Teleste Management Oy) for the Mem-
bers of the Teleste Management Group. For more information on this
new scheme see Teleste’s Annual Report 2010, see Notes section:
Related party transactions.

Management Interest

Teleste Management Oy is in possession of 381,000 Teleste Corpora-
tion’s shares. CEQ’s holding in the Teleste Management shares stands
at 34.4% while the ownership by other Members of Teleste Corpora-
tion's Management Group equals to 65.6%.

Share Ownership and Options of the Management Group

With the exception of the CEO, other Members of Teleste Corpora-
tion’s Management Group were not in the possession of Teleste
Corporation shares on December 31, 2010. The holding by other
Members of the Management Group in Teleste Management Oy set
up as an executive incentive scheme was, in total, 65.6%.

On 31 December 2010, in addition to CEQ’s stock options, Mem-
bers of Teleste Corporation’s Management Group owned a total of
255,000 Teleste 2007 options.

For details related to option specifics see Teleste’s Annual Report
2010, Notes section: Share-based payments. For holdings and stock
options of the President and CEO and the Management Group see
Notes section: Related party transactions.

Auditing and Revisions

The term of office of Teleste Corporation auditor expires at the closing
of the first Annual General Meeting following the election. On April 9,
2010 Teleste AGM selected Authorized Public Accountants KPMG Oy
Ab for the company auditor. The Company’s Chief Auditor is Esa Kai-
liala, KHT auditor (authorised public accountant). In addition to their
statutory duties the auditors report to the Teleste Corporation Board
of Directors and attend the Board meeting at least once a year.

In 2010, Teleste Group’s auditing expenses totaled EUR 200 000 in
which the share of KPMG was EUR 164,000. Moreover, auditing units
of KPMG have supplied Teleste Group companies with other consulta-
tion worth, in total, EUR 44,000 and other than KPMG auditors for
EUR 21,000.

Insider Register

Since 1 March 2000, Teleste complies with the insider guidelines
issued by the Board of Directors of the NASDAQ OMX Helsinki Oy in
their valid form at any given time. These insider guidelines are comple-
mented by Teleste’s internal guidelines.

Membership in the Teleste Corporation permanent inner circle is
based on position. Thus, the group consists of Members of the Board
of Directors, CEO and the auditors. Furthermore, the extended inner
register includes Members of the Management Group and the CEQ’s
assistant.

Moreover, insider rules and regulations include provisions concern-
ing temporary commercial activities. Project-specific insider register
includes personnel who, based on their position, have access to
company-related information, which upon publication may affect the
value formation of the company’s share. The CEO will assess, on a
case-by-case basis, whether an issue or arrangement under prepara-
tion will be defined as a project.

It is recommendable for those included in the insider register to time
any intended trading involving company shares and derivatives in such
a manner that optimum information affecting the value of the shares
is available in the market at the time. The permanent members of Tel-
este Corporation’s insider register are obliged by the so-called Silent
Period during which trading on company shares is banned completely
for 14 days preceding publication of interim reports and the financial
statements. During the specified period Teleste Corporation will not
engage in any meetings with investors or analysts and no Teleste
Group representative is allowed to comment upon company results.

The company insider administration is included in the SIRE system of
Euroclear Finland Oy.

INTERNAL SUPERVISION, RISK MANAGEMENT
AND INTERNAL AUDITING

Internal Supervision

Teleste’s internal supervision is designed to support the implementa-
tion of the strategy and to ensure the achievement of the specified
goals, compliance with the regulations as well as reliability and
correctness of the conducted financial reporting. Internal supervision
is based on Teleste’s values and corporate culture as well as on mutu-
ally supporting structures and processes on the Group and opera-
tional levels. Management of the Group and the business units moni-
tor the internal supervision as part of their normal managerial duties
while the Board evaluates and ensures its correctness and efficiency.
Supported by Teleste’s centralised controller function, management
of the relevant business unit in both business units answers for the
compliance with the internal supervision principles on every level of
the unit in question.

Risk Management

Group risk policy with the relevant principles and objectives are sub-
ject to approval by the Teleste Board of Directors. Risk management
is based on the specified business objectives of the Teleste Group.
Risk management aims to ensure achievement of operational goals
so that essential risks affecting the business operation and posing a
threat to its objectives are identified and that these will be monitored
and valued at all times. The risk management methods are specified
and the implementation of risk prevention is attempted through the
same. Moreover, any risks that for economic or other reasons are rea-
sonable to insure, are aimed to be covered. In risk management, the
regular evaluation of most significant risks and exercising control in

a cost-effective manner are emphasized. Risk management supports
the business activity and generates added value, assisting decision-
making for the management in charge of business. A part of the risk
management system is monthly reporting by which the development
of the orders received, turnover, order backlog, deliveries, trade
receivables and cash flow is monitored and, through the same, the
profit development of the entire Teleste Group.

Teleste’s risk management system covers, for instance, the following
classes of risk:

operational prerequisites

personnel risks

property and business interruption risks

interest groups

economic risks

strategic risks

Internal Auditing

Internal auditing unit is in charge of the internal auditing of Teleste
Corporation and its subsidiaries. The results are reported to the
appointed Member of the Board. The internal auditing evaluates
business operations, any related processes, their involved risks and
efficiency of the conducted supervision while making suggestions for
developmental measures. These activities are performed in coopera-
tion with controllers and other relevant bodies as needed. Further-
more, the internal auditing carries out any special assignments issued
by the Management. The internal auditing covers all levels of the
organisation. Internal auditing is reported to the Teleste Corporation
Board of Directors twice a year. External auditor participates in the
selection of the priorities for the internal auditing.

Key features of the Internal Auditing and Risk
Management Systems Related to the Financial
Reporting Process

Internal supervision and risk management involved in the financial
reporting process are based on the general principles of internal
supervision and risk management described above. CFO answers for
the systems involved in the internal supervision and risk management
related to the financial reporting process.

Internal supervision related to the financial reporting process has
been created by describing the reporting process, surveying its rel-
evant risks and by defining the control points on the basis of the con-
ducted risk assessment. Results from the risk and control assessment
have been reported to the Board. The entire reporting process from
the accounting by the subsidiaries to monthly, quarterly and annual
reporting is covered by these controls. There are inbuilt controls in
the reporting systems, or they can involve, for instance, matching,
inspections conducted by the Management or specified procedures or
policies. CFO is responsible for it that for each control there is a sepa-
rately defined person in charge who answers for the implementation
and efficiency of the control in question. Standards for the financial
reporting are specified in the Group Accounting Manual. Financial
reports due for publishing will be processed by the Management
Group and the Board prior to their publication. Correctness of the
external annual financial reporting is verified by the External auditor.
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(:] The Board of Directors

Marjo Miettinen

M.Sc. (Ed.), born in 1957
Chairman of the Board 7.4.2009-
EM Group Oy is a significant
shareholder of Teleste

Principal occupation:
EM Group Oy, CEO 2006-

Primary working experience:

Ensto Oy, Chairman of the Board 2002-2006
Ensto Oy, managerial positions 1989-2001

Other elected positions of trust:

Componenta Oyj, Member of the Board 2004-

Efla Oy, Chairman of the Board 2007-

EM Group Oy, Member of the Board 2005-

Ensto Oy, Member of the Board 1999-

Technology Industries of Finland, Member of the Board 2005-

Pertti Ervi

B.Sc. (Eng.), born in 1957
Member of the Board 7.4.2009-
Independent of Teleste and its
significant shareholders

Principal occupation:
Independent Consultant

Primary working experience:
Computer 2000, Co-President until 2000

Computer 2000 Finland Oy, MD until 1995

Other elected positions of trust:

Aldata Solution Oyj, Member of the Board 2010-

Efecte Oy, Member of the Board 2009-,
Chairman of the Board 2011-

Forte Netservices/Groupservices Oy, Member and

Chairman of the Board 2000-

F-Secure Corporation, Member of the Board 2003-,

Chairman of the Audit Committee 2006-

Inventure Oy, Chairman of the Board 2005-
Ixonos Plc, Vice Chairman of the Board and

Chairman of the Audit Committee 2009-
Nevtor Oy, Chairman of the Board 2008-

OpusCapita Oy, Member of the Board 2010-

Tero Laaksonen

M.Sc. (Math.), born in 1946
Member of the Board 1999-
Independent of Teleste and its
significant shareholders

Principal occupation:
Professional Board Member

Primary working experience:
Comptel Corporation, CEO 2002-2004

Telia Finland Oy, CEO 1998-2001
Nokia Telecommunication Oy, SVP 1995-1998

Other elected positions of trust:
Ixonos Plc, Chairman of the Board 2005-

Tieto-X Plc, Member of the Board 2004-2005

Pertti Raatikainen

Dr. Sc. (Technology), born in 1956
Member of the Board since 2003-
Independent of Teleste and its significant
shareholders

Principal occupation:
VTT ICT, Director Technology 2009-

Primary working experience:

VTT Information Technology, Research professor, 1998-2008
Helsinki University of Technology, Docent 2002-

University of Jyvaskyld, Docent 1998-

Helsinki University of Technology professor (fixed term) 1997

Kai Telanne

M.Sc. (Econ.), born in 1964
Board Member since 2008-
Independent of Teleste and its significant

shareholders L& a

Principal occupation:
Alma Media Corporation, CEO 2005- 1

Primary working experience:
Kustannus Oy Aamulehti, Managing Director 2001-2005
Kustannus Oy Aamulehti, Deputy MD 2000-2001

Other elected positions of trust:

Confederation of Finnish Industries, Member of the Board 2010-
Federation of the Finnish Media Industry,

Chairman of the Board 2007-

The Central Chamber of Commerce of Finland,

Member of the Board 2007-

The Finnish News Agency (STT), Member of the Board 2008-
Talentum Oyj, Deputy Chairman 2010-

Tampereen Laakarikeskus Oy (Tampere Private Clinic),
Member of the Board 2009

Varma Mutual Pension Insurance Company,

Member of the Board 2009-

Petteri Walldén

M.Sc. (Eng.), born in 1948
Member of the Board 7.4.2009-
Independent of Teleste and its
significant shareholders

Principal occupation:
M.Sc. (Eng.)

Primary working experience:
Alteams Oy, CEO 2007-1/2010
Onninen Oy, CEO 2001-2005
Ensto Oy, CEO 1996-2001

Other elected positions of trust:

Comptel Corporation, Member of the Board 2009-
eQ Bank Ltd, Member of the Board 2005-
Kuusakoski Group Oy, Member of the Board 2007-
Mesera Group Oy, Member of the Board 2010-
Nokian Tyres plc, Chairman of the Board 2006-
Tikkurila Oy, Member of the Board 2008-

Johan Slotte

LL.M, EMBA, born in 1959
Deputy CEO

Joined Teleste in 1999

Primary working experience:
Uponor Group, Various directorial
positions 1989-1999

Hanno Narjus

M.Sc. (Econ.), born in 1962
Video and Broadband Solutions,
Senior Vice President

Joined Teleste in 2006

Primary working experience:

Nokia Corporation, Various managerial
positions 1996-2006 Teleste
Corporation, Director, Sales/Continental
Europe 1989-1996

Esko Myllyla

B.Sc. (Eng.), CBA, born in 1966
Research and Development, CTO

Joined Teleste in 1994

Jukka Rinnevaara

M.Sc. (Econ.), born in 1961
President and CEO

Joined Teleste in 2002

Primary working experience:

ABB Building Systems, Group Senior
Vice President 2001-2002

ABB Installaatiot Oy, President
1999-2001

Other elected positions of trust:

Management Group [:]

Salcomp Plc, Member of the Board 2009-
Ventilation Holding Finland Oy, Member of the Board 2008-

Erja Saarikoski

Business school graduate, born in 1953
CFO

Joined Teleste in 1984

Juha Jarvenreuna
M.Sc. (Eng.), born in 1964

Network Services,
Senior Vice President

Joined Teleste in 2004

Primary working experience:

Nokia Networks, Quality Director
2003-2004

Teleste Corporation, Product Operations,
Director 1998-2003

Markus Mattila

M.Sc. (Eng.), born in 1968
Operations, Senior Vice President

Joined Teleste on Feb. 4, 2008

Primary working experience:

Nokia Mobile Phones/Nokia Corporation,
Manager and Director

positions in Operations, Logistics and
Sourcing 1993-2008
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WE AT TELESTE intend to adopt an overall approach in support
of sustainable development. For example, the environmental

impact of our manufacturing and other operational activities
is relatively minor.

Financial
Statements
1.1.-31.12.2010
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@ Report of the Board of Directors

Report of the Board of Directors

Founded in 1954, Teleste is a technology company consisting of two business areas:
Video and Broadband Solutions and Network Services. In line with its strategy, Teleste
continues to focus on the chosen product and technology segments as well as services

business.

Business Description and Overview

Video and Broadband Solutions’ net sales and profitability
improved over the year of comparison. In 2010 the business
area continued to exercise its cost adaptation (rotating lay-offs
in Finland).

Network Services’ year-on-year net sales increased mainly due

to changes in the Group structure on July 1, 2009 (we acquired

a 100% holding of AVC's shares, while at the same time raising
our ownership in Cableway to 75%). In Germany, streamlining of
service processes was running, but no impact on profitability was
achieved in 2010. Profitability was additionally weakened by the
severe weather conditions in the main market in Q1 and Q4.

Net Sales and Profitability

Teleste’s net sales totaled EUR 167.8 (141.7) million, an increase
of 18.5% over the previous year. Owing to the general tight
situation in the financial market, our main customers, i.e. the
European cable operators, have been fairly cautious about their
network investments. Concerning growth in net sales, EUR 20.4
million, or 12.2%, were due to changes in Group structure.

Operating profit stood at EUR 7.4 (2.5) million making 4.4%
(1.8%) of the net sales. The year-on-year growth in operating
profit was due to an increase in Video and Broadband Solutions’
net sales, efficient control over the material costs and cost
adaptation.

Year-on-year orders received by the Group improved by 10.7%
standing at EUR 167.2 (151.0) million. The impact of the change
in the Group structure on the increased orders received was
EUR 20.4 million. At the year-end, the order backlog stood at
EUR 17.0 million. The order of EUR 12.0 million received in the
summer of 2008 from India was written off from the order
backlog.

Profit after financial items totaled EUR 6.7 (1.4) million while

the net profit equalled EUR 4.7 (0.4) million. Undiluted result per
share for the Group stood at EUR 0.27 (EUR 0.02). The return on
capital employed was 10.2% (3.3%) and the return on equity was
9.9% (0.9%).

BUSINESS AREAS

Video and Broadband Solutions

This business area focuses on broadband subscriber networks,
video services platforms and CCTV applications. Major clientele
of the business area consists of cable operators but includes also
resellers and public sector organizations. The main market of the
business area is Europe. In 2010, we strengthened our expertise
in IP video technology and presence in the Polish market through
the Satlan acquisition. The business area has 23 offices of its
own and a number of retail and integration partners. Outside
Europe, Video and Broadband Solutions has offices of its own
located in the United States, Australia, China and India.

The R&D effort of the business area focused on the video
surveillance transfer system based on standard H.264. The
continued R&D efforts included the Internet protocol-based
video processing system (Luminato product range), amplification
technology (Access product range), optical transmission system
for the HFC network (HDO product range) and the video
surveillance management system (VMX).

Orders received totaled EUR 86.5 (81.6) million, while the order
backlog amounted to EUR 17.0 (28.6) million. The order of EUR
12.0 million received in the summer of 2008 from India was
written off from the order backlog.

Net sales grew by 7.5% over the year of comparison amounting
to EUR 82.0 (76.3) million. The impact of the Satlan acquisition
on net sales for 2010 was EUR 3.6 million.

Operating profit stood at EUR 6.3 (-0.7) million making 7.7%
(-0.9%) of the net sales. The improvement in the year-on-year
operating profit was brought about by increased net sales,
controlled material costs and cost adaption. In 2010, the
business area’s Finnish personnel were on a rotating layoff.

Network Services

The clientele of Teleste’s Network Services business mainly con-
sists of large European cable operators. The services provided by
this business area include planning, new construction, upgrading
and maintenance of cable networks. Implementation and scope
of the relevant services vary by client ranging from standalone
applications to integrated turnkey deliveries. Most deliveries are
based on frame agreements. The services also include Teleste’s
own product solutions. Our know-how in services covers all the
sectors related to the cable network technology from installation
and maintenance of headends to upgrading of house networks.
Services are also provided through a network of subcontractors.

Orders received totaled EUR 80.7 (69.4) million. Net sales
amounted to EUR 85.8 (65.4) million. As to the increased net
sales and orders received, EUR 14.8 million was due to changes
in Group structure dated on 1st July 2009 (AVC and Cableway).
The impact of the acquisition of Freycom on net sales was

EUR 2.0 million. Operating profit amounted to EUR 1.1 (3.2)
million. The weakening in the operating profit was caused by the
delivered services having included more basic items of a lower
price and margin bracket. Additionally, our deliveries of services
was aggravated by severe weather.

R&D and Investments

R&D expenditure for the period under review totaled EUR 10.3
(10.8) million making 6.1% (7.6%) of net sales. Teleste’s R&D
expenditure focused on the business area of Video and Broad-
band Solutions, the R&D expenses of which amounted to 12.6%
(14.2%) of the net sales.

Some 60% (60%) of the R&D expenses involved continued
development of product platforms currently in production
and their maintenance as well as customer-specific product

applications. Activated R&D inputs totaled EUR 1.7 (1.6) million.
Depreciation on activated R&D expenses amounted to EUR 2.4
(2.5) million.

At the end of the financial period, 9.7% (10%/2009, 25%/2008)
of the Group personnel were working in R&D related duties. A
number of Teleste’s projects involved co-operation with Finnish
universities and research institutes.

Investments for the period under review totaled EUR 3.8 (25.2)
million making 2.2% (17.8%) of net sales. The most significant
investment involved the Polish Satlan Sp. z 0.0. acquired for EUR
6.3 million (including the estimated additional purchase price).

In Switzerland, Freycom SA was acquired for EUR 0.6 million.
Direct costs resulting from acquisitions have been entered

under expenses, and their impact on other operating expenses

is insignificant. The estimated additional purchase price for the
German acquisitions in the last quarter of 2009 was largely
unrealized, so an item of EUR 5.8 million has been recorded in
the fiscal year 2010 as a deduction under investments. Product
development investments totaled EUR 1.7 (1.6) million. As to
investments, EUR 0.1 (0.2) million was implemented by means
of financial leasing. The last phase of the Littoinen extension
project was launched at the end of the year involving product
development facilities. The investment amounts to approximately
EUR 1.0 million and is expected to be completed in June 2011.

Financing

Liquidity of the Group remained good throughout the year. Oper-
ating cash flow stood at EUR 5.4 (9.8) million. Accounts receiva-
ble caused no credit losses. At the end of the period, the amount
of unused binding stand-by credits amounted to EUR 13.5 (18.5)
million. The current binding stand-by credits of EUR 40.0 million
run till November 2013. The Group’s equity ratio equaled 43.6%
(43.6%) and net gearing 25.5% (22.0%). Interest bearing debt on
31 December 2010 stood at EUR 28.0 (22.8) million.

Personnel and Organization

In 2010, the Group employed an average of 1215 people
(110372009, 702/2008). At the year-end, the figure totaled 1231
(126072009, 677/2008) of which 70% (68%/2009, 33%/2008)
were stationed overseas. Employees stationed outside Europe
accounted for less than 5% of the Group’s personnel. Expendi-
ture on employee benefits amounted to EUR 50.8 (44.6/2009,
33.2/2008) million. The increase in employee benefits was mainly
due to the change in the Group structure.

As part of the cost-structure adaptation measures required by
the general market situation, the Finnish personnel have been on
a rotating layoff. The co-determination procedure was concluded
on January 22, 2010. In Finland, the measures agreed in the
co-determination procedure continued until the end of 2010.
The operational efficiency drive involving the sales organization
abroad continued also.

Group Structure

The Polish Satlan was acquired on September 1, 2010 to
strengthen Video and Broadband Solutions’ integration expertise.
The price of EUR 2.8 million at the conclusion of the deal was
paid in cash. The total purchase price is estimated at EUR 6.3 mil-
lion, depending on the development in profitability of the acquired
company within the next two years. In these financial statements
the acquisition cost for Satlan is presented as preliminary since
there are grounds for viewing the information concerning its
profitability in a longer perspective given the moderately high con-
ditional purchase price. An acquisition in Switzerland for Freycom
SA was carried out on April 4, 2010 by the Network Services busi-
ness area. The purchase price of EUR 0.6 million was paid in cash.
The direct costs related to the acquisition of both companies have
been entered under the Group’s other operating expenses.

With the ownership arrangements Teleste’s holding in the
German Cableway AG rose to 100% when a Cableway minority
interest was bought for EUR 0.4 million. The effect of Satlan on

Teleste’s net sales for 2010 was EUR 3.6 million and on profit 35
EUR 0.7 million, respectively. Freycom'’s effect on net sales stood
at EUR 2.0 million with no impact on profit.

The branch office in Spain was closed and the Slovak subsidiary
dissolved. Teleste Kaurakatu Oy was merged into Ortikon
Interactive Oy, which changed its name to Teleste Kaurakatu
Oy. Teleste Video Networks AB and Teleste Forsaljning AB were
merged into Teleste Sweden AB. Young-Net GmbH was merged
into Cableway Mitte GmbH and DINH Vlaanderen NV into DINH
Telecom S.A.

Parent company Teleste has branch offices in Australia, the
Netherlands, China and Denmark with subsidiaries in 12 countries
outside Finland.

Essential Risks of Business Areas

Founded in 1954, Teleste is a technology and service provider
consisting of two business areas: Video and Broadband Solutions
and Network Services. With Europe as the main market area, our
most significant clients include European cable operators and
specified organizations in the public sector.

Concerning Video and Broadband Solutions, integrated deliveries
of solutions create favourable conditions for growth, even if the
involved resource allocation and technical implementation pose
a challenge involving, therefore, also reasonable risks. The still
ongoing difficult market situation may delay the implementation
of investment plans among the clientele. Network investments
carried out by the clients vary based on their need for upgrading
and their capital structure. Much of Teleste’s competition comes
from the USA so the exchange rate of euro up against the US
dollar affects our competitiveness. Teleste hedges against short-
term currency exposure by means of forward contracts. Correct
technological choices and their timing are vital for our success.

Net sales for Network Services comes, for the most part, from

a small number of large European customers, so a significant
change in the demand for services by any one of them is
reflected in the actual deliveries. To ensure quality of services
and cost-efficiency, along with an efficient service process
management, customer satisfaction requires innovative solutions
in terms of processes, products and logistics. Smooth operation
of the cable networks requires effective technical management
and functional hardware solutions. This, in turn, means that

the skill levels of our subcontractors and their personnel needs
continuous and determined development. In addition, availability
of capacity in our network of subcontractors may limit our ability
to supply.

It is equally important for our business areas to take into account
any market developments such as consolidations taking place
among the clientele and competition. Weather conditions affect
the supply conditions of products and services of our business
areas.

The Board of Directors annually reviews any essential risks
related to the company operation and the management thereof.
Risk management constitutes an integral part of the strategic
and operative practices of our business areas. Risks and their
probability are reported to the Board by regular monthly reports.

The company has covered major risks of damage through
insurance policies. These insurances do not include credit loss
risks. In the period under review, no such risks materialized,
and no legal proceedings or judicial procedures were pending
that would have had any essential significance for the Group
operation.

Decisions by the Annual General Meeting (AGM)

The Annual General Meeting of Teleste Corporation on April 9,
2010 confirmed the financial statements for 2009 and dischar-
ged the Board of Directors and the CEO from liability for the
financial period. The AGM confirmed the dividend of EUR 0.08
per share proposed by the Board. The dividend was paid out on
April 21, 2010.
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Composition of the Board remained unchanged. Marjo Miettinen
was appointed Chairman while the appointed Board Members
include Pertti Ervi, Tero Laaksonen, Pertti Raatikainen,

Kai Telanne and Petteri Walldén.

Authorised Public Accountants KPMG Oy Ab continue as the
auditor until the next AGM. Accountant authorised by the Central
Chamber of Commerce of Finland Esa Kailiala was chosen
auditor-in-charge.

The AGM authorised the Board to acquire the maximum of
1,400,000 of the company’s own shares and to convey the
maximum of 1,779,985 company’s own shares. The AGM

also authorised the company Board to issue 10,000,000 new
shares. Pursuant to the special rights provided by the company,
the maximum number of significant shares is 5,000,000;

these special rights are included in the authorisation to issue
10,000,000 new shares.

The authorizations are valid until the Annual General Meeting of
Shareholders for year 2011. The Board has not exercised these
rights.

Shares and Changes in Share Capital

On 31 December 2010, EM Group Oy was the largest single
shareholder with a holding of 21.02%.

In the period under review, the lowest company share price

was EUR 3.63 (2.25) and the highest was EUR 5.33 (4.30).
Closing price on 31 December 2010 stood at EUR 4.41 (3.72).
According to Euroclear Finland Ltd the number of shareholders
at the end of the period under review was 5,184 (5,440). Foreign
ownership accounted for 8.38% (9.69%). From 1 January to 31
December 2010, trading with Teleste share at NASDAQ OMX
Helsinki amounted to EUR 14.2 (28.5) million. In the period under
review, 3.2 (7.8) million Teleste shares were traded on the stock
exchange.

In March 2010, Teleste Board of Directors decided on a directed
share issue of 381,000 shares to Teleste Management Oy
established by the Management Team of Teleste Corporation. This
directed share issue was authorized by the AGM on 7 April 2009.

At the end of December 2010, the number of own shares in the
Group possession stood at 760,985 (379,985) out of which
parent company Teleste Corporation had none (0) while other
Group or controlled companies had 760,985 shares, respectively.
At the end of the period, the Group’s holding of the total amount
of shares amounted to 4.18% (2.13%).

Based on the rights of options, the company amount of shares
may increase by 840,000 shares equaling to 4.41% of all shares
and votes.

On 31 December 2010, the registered share capital of Teleste
stood at EUR 6,966,932.80 divided in 18,186,590 shares.

Ownership by Management and Members of the
Governing Bodies on 31 December 2010

On the balance sheet date, CEO and the Members of the Board
owned 98,482 Teleste Corporation shares equalling to 0.54% of
all shares and votes.

Based on Teleste 2007 stock option rights, CEO was entitled
to subscribe 120,000 shares. On the balance sheet date, the
ownership including rights of options by the CEO and the Board
amounted to 218,482 shares, which is equal to 1.15% of all
shares and votes. On 31 December 2010, other members of
the Management Team were not in the possession of Teleste
Corporation shares. On 31 December 2010, Teleste Management
Oy (2 company incorporated for the management incentive
scheme) was in the possession of 381,000 Teleste Corporation
shares. CEQ’s holding in the Teleste Management shares
stands at 34.4% while the ownership by other members of

Teleste Corporation’s Management Group equals 65.6%. On 31
December 2010, in addition to CEQ’s stock options, members
of Teleste Corporation’s Management Team owned a total of
255,000 Teleste 2007 options.

Teleste Corporation complies with the Finnish Corporate
Governance Code, which was issued by the Securities Market
Association on 15 June 2010, and entered into force on

1 October 2010. The Corporate Governance Statement will be
issued separately from the Company’s Annual Report, and it will
be available on Teleste’s website under Investors. Since 1 March
2000, Teleste complies with the insider guidelines issued by the
NASDAQ OMX Helsinki Oy in their valid form at any given time.

Outlook for 2011

In 2011, deliveries of equipment and solutions by Video and
Broadband Solutions to its customer base of operators in our
target markets will at least achieve the level of 2010. European
telecom operators are about to launch their TV distribution
investments, and we believe that our video headend and optical
network products are competitive in this new emerging market.
Deliveries related to security and traffic control will grow from
the 2010 level.

Demand for services provided by Network Services will remain
relatively stable on the annual basis. We believe that in Germany,
our main market, profitability will improve from the 2010 level
thanks to the ongoing streamlining measures. This improvement
in profitability will, in our estimation, mainly be seen in the
second half of 2011.

Teleste expects to maintain its strong market position in its core
markets. Severe weather conditions in Central Europe and the
low order backlog of the early year may hold back our deliveries
in the first quarter of 2011.

We believe the net sales for the entire 2011 to increase slightly
and the operating profit to improve somewhat over the 2010
level.

Board of Directors’ Proposal for Dividends

The parent company’s distributable equity at the balance sheet
date equals EUR 30.6 million.

Regarding the Annual General Meeting scheduled for 8 April
2011, the Board proposes that a dividend of EUR 0.12 (EUR
0.08) per share would be paid for the outstanding shares for the
year 2010.

1 February 2011

TELESTE CORPORATION Jukka Rinnevaara
Board of Directors President and CEO
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Teleste Group Financial Statement

Consolidated Income Statement
1 000 euros
Net sales

Other operating income

Raw material and consumables used
Employee benefits expense
Depreciation and amortisation expense
Impairment of goodwill

Other operating expenses

Operating profit

Financial income
Financial expenses
Share of profit of associates

Profit before taxes

Income tax expense

Profit for the financial period

Attributable to:
Equity holders of the parent

Earnings per share for profit of the year attributable to the

equity holders of the parent

(expressed in € per share)
Basic

Diluted

Total comprehensive income for the period (tEUR)
Net profit
Translation differences
Fair value reserve

Total comprehensive income for the period

Attributable to:

Equity holders of the parent

Note 1.1.-31.12.2010

1 167 836

2 1460
-82 054
-50 824
-5 896
0

-23 090
7 432

u b~ b w

-773

6743

8 -1959
4784

4784

0.27

0.27

4784
277
-70

4991

4991

1.1.-31.12.2009

141 651

3124
-69 962
-44 584
-5582
-800
-21 323

2524

105
-710
-544

1375

-959
416

416

0.02

0.02

416
189
-116
489

489

Change, %

18.5

-53.3
17.3
14.0

5.6
n/a
8.3

194.5

-20.0
8.9
n/a

390.4

104.3
1050.1

1050.1

1037.2

1019.9

1050.1
46.6
-39.7
920.7

920.7

Consolidated Balance Sheet

1 000 euros

ASSETS

Non-current assets

Property, plant and equipment
Goodwiill

Other intangible assets

Available-for-sale investments

Current assets
Inventories
Trade and other receivables

Cash and cash equivalents

Total Assets

EQUITY AND LIABILITIES

Equity attributable to equity holders of the parent

Share capital

Share premium

Translation differences

Invested nonrestricted equity
Other reserves

Retained earnings

Share of non controlling interest

Non-current liabilities
Interest-bearing liabilities
Other liabilities

Deferred tax liabilities

Provisions

Current liabilities

Trade and other payables
Current tax payable
Provisions

Interest-bearing liabilities

Total liabilities

Total equity and liabilities

Note

10

11
12

14
15
16

17
17

13
19

20
21
19
18

31.12.2010

8 836
30 959
6 709
713

47 217

21000
32819
15203
69 022
116 239

6967
1504
-95
2737
-186
39183
292

50 402

11847
3865
511
657

16 880

30 161
1240
1313
16 243

48 957

65 837
116 239

31.12.2009

9 960
31657
7 664
713
49 994

20682
26 884
12518
60 084
110078

6967
1504

-372
2737

-116
35949

46 669

12 237
6461
265
513
19 476

32372
0
1026
10 535
43 933

63 409
110078

Change, %

-11.3
-2.2
-12.5
0.0

-5.6

15
221
21.4
14.9

5.6

0.0
0.0
-74.5
0.0
60.3
9.0
n/a

8.0

-3.2
-40.2
92.8
28.0

-13.3

-6.8

n/a
28.0
54.2

11.4

3.8
5.6
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Consolidated Cash Flow Statement

1 000 euros

Cash flows from operating activities

Profit for the period

Adjustments for:
Non-cash transactions
Interest and other financial expenses
Interest income
Dividend income
Income tax expense

Changes in working capital and provisions
Increase in trade and other receivables
Increase in inventories
Increase in trade and other payables
Decrease in provisions
Paid interests and dividends
Received interests and dividends

Paid taxes

Net cash from operating activities

Cash flows from investing activities

Acquisition of subsidiary, net of cash acquired
Purchases of property, plant and equipment (PPE)
Proceeds from sales of PPE

Purchases of intangible assets

Proceeds from sale of shares

Purchases of shares

Net cash used in investing activities

Cash flows from financing activities

Proceeds from borrowings
Repayments of borrowings
Payment of finance lease liabilities
Dividends paid

Purchases of own shares

Proceeds from issuance of ordinary shares

Net cash used in financing activities

Change in cash

Cash and cash equivalents at 1 January
Effect of currency changes

Cash and cash equivalents at 31 December

Note 1.1.-31.12.2010

4784

23 6143
773

-72

-12

1959

-4 650
1265
-3942
431
-565
84
-786
5412

-3 643
-1022

306
-1499

-5858

5520
-966
-596

-1394

289
2853

12518
277
15203

1.1.-31.12.2009

416

6 666
710
-95
-10
959

12008
-384
-7 702
-92
-1042
105
-1708
9 831

-10 281
-3272
500
-1327

-10
-14 390

20 542
-9921
-702
-2 035
-264

7 620

9 268
189
12518

Consolidated Statement of Changes in

1 000 euros Share

capital premium

At 1 January 2009 6 967
Total comprehensive income for the period

Total recognised income and expense for
the year 0

Dividends
Equity-settled share-based payments

Used share options

0
At 31 December 2009 6 967
Total comprehensive income for the period
Total recognised income and expense for
the year 0
Issue of new shares*
Dividends
Changes in subsidiary interest
Equity-settled share-based payments
0
At 31 December 2010 6967

* Part of Teleste management incentive program

Attributable to equity holders of the parent

Equity
Trans- Re- Invested
lation  tained non-rest-
diffe- earnings ricted
rences equity
-561 37284 1451
189 416
189 416 0
-2 035
1286
284 0
0 -1751 1286
-372 35949 2737
277 4784
277 4784
-1424
-373 0
247 0
0 -1550 0
-95 39183 2737

Other
reserves

-116

-116

-116
-70

-70

-186

Total

46 645
489

489
-2035
1286
284
-465
46 669
4991

4991

-1424
-373
247
-1550
50110

Non
cont-
rolling
interest

0
0

289
30
=27

292
292

Total
equity

46 645
489

489

-2 035
1286
284
-465
46 669
4991

4991
289
-1394
-400
247
-1258
50 402
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F] Accounting Principles

Accounting Principles

Company Profile

Teleste Corporation (the”Company”) is a Finnish public limited
liability company organised under the laws of Finland and domi-
ciled in Turku in Finland. Its registered address is Seponkatu 1,
20660 Littoinen.

Founded in 1954 Teleste is a technology company running its
two business units Video and Broadband Solutions and Network
Services; in both fields, we are among the global leaders. Video
is at the core of our business activities, with a focus on the
processing, transmission and management of video and data for
operators and public authorities who provide multiple video-
related information, entertainment and security services to end-
users. Video and Broadband Solutions business segment has the
emphasis on product solutions for broadband access networks,
video service platforms and video surveillance applications. Net-
work Services segment deliver comprehensive network service
solutions including new construction, rebuilding, upgrading,
planning and maintenance services of cable networks. The parent
company of Teleste Group, Teleste Corporation, has operations
in Australia, China, Denmark, the Netherlands and a subsidiary in
twelve countries outside Finland. Teleste Corporation has been
listed on the Helsinki Stock Exchange since 1999.

A copy of the consolidated financial statements can be obtained
either from Teleste’s website www.teleste.com or from the
parent company’s head office, the address of which is mentioned
above.

Statement of Compliance

These financial statements have been prepared in accordance
with International Financial Reporting Standards (IFRSs) in force
as at 31 December 2010. International financial reporting stand-
ards, referred to in the Finnish Accounting Act and in ordinances
issued based on the provisions of this Act, refer to the stand-
ards and their interpretations adopted in accordance with the
procedure laid down in regulation (EC) No 160672002 of the EU.
The notes to the consolidated financial statements also include
additional information in accordance with the Finnish accounting
and company legislation.

Teleste adopted IFRSs as from 1 January 2005. Prior to IFRSs
Teleste’s financial statements were based on Finnish accounting
standards (FAS) applicable to listed companies in Finland. IFRS 1
First-time adoption of IFRS was applied in the transition. Teleste’s
date of transition to IFRSs was 1 January 2004.

The Group has applied the following new and revised standards
and interpretations as of 1 January 2010:

Revised IFRS 3 Business Combinations (effective for financial
year beginning on or after 1 July 2009). The revised standard
includes significant changes for the Group’s point of view.
According to the revised standard, business combinations are
still accounted for using the acquisition method, although the
standard has been significantly revised compared to the prior
IFRS 3. For example, the consideration transferred in a business
acquisition is measured at fair value at the acquisition date, and
some contingent considerations classified as liabilities are subse-
quently measured at fair value and recognised in other com-
prehensive income. After each acquisition, the Group chooses
whether to measure the share of non-controlling interests at
fair value or based on a proportional value of the net assets of
the acquired company. All costs related to the acquisition are
expensed as incurred. Consequently, the amendments affect the

amount of goodwill recognised on an acquisition, as well as the
gains on disposal of businesses. The amendments also have an
impact on items recognised in profit or loss on both the acquisi-
tion period and on reporting periods during which contingent
consideration is transferred or further acquisitions are executed.
According to the transitional provisions of the standard, business
combinations are not adjusted if the acquisition date is earlier
that the effective date of the revised standard.

Amended IAS 27 Consolidated and Separate Financial State-
ments (effective for financial year beginning on or after 1 July
2009). According to the amended standard, if the parent com-
pany retains control, impacts of changes in the ownership inter-
est in a subsidiary are recognised directly within Group’s equity.
If control of a subsidiary is lost, any investment retained is meas-
ured at its fair value through profit and loss. Similar accounting
policy is applied also to associated companies (IAS 28) and joint
ventures (IAS 31). As a result of the amendments, losses of a
subsidiary may be allocated to non-controlling interests even

if the losses exceed the invested amount of non-controlling
interests.

Amendment to IAS 39 Financial instruments: Recognition and
measurement - Designation of items as hedged items (effective
for financial year beginning on or after 1 July 2009). The amend-
ments relate to hedge accounting. They specify the guidance of
IAS 39 on hedging against one-sided risks and inflation risk when
items of financial assets or liabilities are in question.

IFRIC 17 Distributions of Non-cash Assets to Owners (effective
for financial year beginning on or after 1 July 2009). The inter-
pretation provides guidance on the accounting for distribution of
non-cash dividends to owners and for distribution of dividends
when the owners have an option to choose between cash and
non-cash dividends.

IFRIC 18 Transfers of assets from customers (effective for
financial year beginning on or after 1 July 2009). The interpreta-
tion clarifies the requirements for agreements in which an entity
receives from a customer an item of property, plant, and equip-
ment or cash that must be used to acquire that item of property,
plant and equipment and the entity must then use the item

to either connect the customer to a network or to provide the
customer with ongoing access to a supply of goods or services,
or both.

Improvements to IFRS (April 2009, mainly effective for financial
year beginning on or after 1 January 2010). Annual improve-
ments procedure gathers all minor and less urgent amendments
into one collection that is implemented once a year. The annual
amendments concern 12 standards and the effects of the
amendments vary between different standards.

Amendment to IFRS 2 Share-based Payment - Intra-group cash-
settled share-based payment transaction (effective for financial
year beginning on or after 1 January 2009). The purpose of the
amendments is to clarify that an entity that receives goods or
services from the supplier of those goods or services has to
apply IFRS 2 even if it does not have an obligation to make
necessary cash-settled share-based payment transactions.

Basis of Preparation

The consolidated financial statements are presented in
thousands of euro (TEUR) and have been prepared under the
historical cost convention, unless otherwise stated in the
accounting principles.

Use of Estimates

The preparation of financial statements in conformity with IFRSs
requires management to make estimates and assumptions that
affect the contents of the financial statements as well as use
judgement when applying accounting principles. The estimates
and assumptions are based on the management’s current best
knowledge reflecting historical experience and other reasonable
assumptions. Actual results may differ from these estimates.
Accounting estimates mainly relate to goodwill, obsolete inven-
tories and warranty provisions. The chapter “Accounting policies
requiring management’s judgement and key sources of estima-
tion uncertainty” discusses judgements made by management
and those financial statement items on which judgements have a
significant effect.

Subsidiaries

The consolidated financial statements include the accounts of the
parent company Teleste Corporation and all those subsidiaries in
which it holds, directly or indirectly, over 50 per cent of the voting
rights or in which it otherwise has control (together referred

to as “Group” or “Teleste”). Control exists when the Group has
the power to govern the financial and operating policies of an
entity so as to obtain benefits from its activities. The companies
acquired during the financial periods presented have been consoli-
dated from the date of acquisition, when control commenced. The
companies disposed during a financial period are included in the
consolidated financial statements up to the date of disposal.

Associates

Associates included in the consolidated financial statements are
those entities in which Teleste Group holds voting rights over
20 per cent or in which it otherwise has significant influence, but
not control, over the financial and operating policies. Holdings in
associates are accounted for using the equity method from the
date that significant influence commences until the date that
significant influence ceases. The Group’s proportionate share

of associates’ net income for the financial year is presented

as a separate line item in the consolidated income statement.
The unrealised profits between the Group and associates are
eliminated in proportion to share ownership. The carrying amount
of an investment in an associate includes the carrying amount
of goodwill resulted from its acquisition. When Teleste’s share

in an associate’s losses exceeds its interest in the associate,
the Group’s carrying amount is reduced to nil and recognition

of further losses is discontinued except to the extent that the
Group has incurred obligations in respect of the associate or
made payments on behalf of the associate. At the end of the
reporting period the Group had no investments in associates.

Joint Ventures

Joint ventures are those entities over whose activities the Group
has joint control, established by contractual agreement. The
consolidated financial statements include the Group’s proportion-
ate share of the joint ventures’ assets, liabilities, revenue and
expenses on a line by line basis, from the date that joint control
commences until the date that joint control ceases. At the end of
the reporting period the Group had no interests in joint ventures.

Principles of Consolidation

Acquisitions of companies are accounted for by using the pur-
chase method. All intercompany income and expenses, receiva-
bles, liabilities and unrealised profits arising from intercompany
transactions, as well as distribution of profits within the Group
are eliminated as part of the consolidation process. The alloca-
tion of the profit for the period attributable to equity holders of
the parent company and non-controlling interest is presented
on the face of the income statement and the non-controlling
interest is also disclosed in the statement of comprehensive
income. Non-controlling interests are disclosed separately under
consolidated total equity.

Teleste has applied the exemption under IFRS 1 according to 43
which the classification and accounting treatment of business
combinations occurred prior to the IFRS transition date do not

have to be restated but previous values under FAS are taken as

a deemed cost.

Financial Statements of Foreign Subsidiaries

The functional currency of the parent company is euro and

the consolidated financial statements are presented in euro.
The functional currency is the currency that best reflects the
economic substance of the underlying events and circumstances
relevant to that entity. In preparing the consolidated financial
statements income statements and cash flows of those foreign
subsidiaries whose functional and presentation currency are not
the euro, are translated into euro at the average exchange rate
during the financial period. Their balance sheets are translated
at the closing rate at the balance sheet date. Goodwill and fair
value adjustments to assets and liabilities that arose on the
acquisition of a foreign entity occurred prior to 1 January 2004
are translated into euro using the rate that prevailed on the date
of the acquisition. Goodwill and fair value adjustments arisen on
the acquisitions after 1 January 2004 are treated as part of the
assets and liabilities of the acquired entity and are translated at
the closing rate.

All translation differences arising from consolidation of foreign
shareholdings are recognised as a separate item in the com-
prehensive income. In accordance with the exemption included

in IFRS 1 those cumulative translation differences arisen until
the transition date have been reclassified to retained earnings
and consequently they will not be later released in the income
statement. From the transition date onwards translation differ-
ences arising on the consolidation are presented as a separate
component of equity. If an interest in a foreign entity is disposed
of all, or part of, that entity, related cumulative translation differ-
ences deferred in equity are recognised in the income statement
as part of the gain or loss on sale.

Foreign Currency Transactions

Transactions in foreign currencies are translated at the rates of
exchange prevailing on the dates of the transactions. At the end
of the accounting period, foreign currency monetary balances

are translated at the closing rate at the balance sheet date.
Non-monetary items stated at fair value in a foreign currency are
translated at foreign exchange rates ruling at the dates the fair
value was determined. Other non-monetary items are translated
using the exchange rate at the date of the transaction. Gains and
losses resulting from transactions in foreign currencies and trans-
lation of monetary items are recognised in the income statement.
Foreign exchange gains and losses on trade receivables and pay-
ables are adjusted to revenues and operating expenses, respec-
tively. Other foreign exchange gains and losses are presented as
financial income and expenses.

Property, Plant and Equipment

Items of property, plant and equipment are stated at historical
cost less cumulative depreciation and any impairment losses.
Where parts of an item of property, plant and equipment have
different useful lives, they are accounted for as separate items of
property, plant and equipment. Interest costs which are directly
attributable to the acquisition, construction or manufacturing

of an asset that meets the determined criteria, in which case
they are capitalized as part of the cost of that asset. Ordinary
maintenance, repairs and renewals are expensed during the
financial period in which they are incurred. In Teleste there are

no such significant inspection or maintenance costs that should
be capitalised. The Group recognises in the carrying amount of

an item of property, plant and equipment the subsequent costs
when that cost is incurred if it is probable that future economic
benefits in excess of the originally assessed standard of perform-
ance of the existing asset will flow to the Group and the cost of
the item can be measured reliably. Such renewals and repairs are
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depreciated on a systematic basis over the remaining useful life
of the related asset. Gains and losses on sales and disposals are
calculated as a difference between the received proceeds and the
carrying amount and are included in other operating income and
expenses, respectively.

Depreciation is charged to the income statement on a straight-
line basis over the estimated useful lives of each part of an item
of property, plant and equipment. Expected useful lives and
residual values of non-current assets are reassessed at each bal-
ance sheet date and where they differ from previous estimates,
depreciation periods are changed accordingly. The estimated
useful lives are as follows:

Buildings 25-33 years

Machinery and equipment 3-5 years

Computers 0-3 years

Software 3 years
Land is not depreciated.

Leases

Group as Lessee

Leases of property, plant and equipment where substantially

all the risks and rewards incidental to ownership have been trans-
ferred to the Group are classified as finance leases. These assets
are capitalised and are stated at an amount equal to the lower
of their fair value and the present value of the minimum lease
payments at inception of the lease less cumulative depreciation
and any impairment losses. The associated lease liabilities are
included in interest-bearing liabilities in accordance with their
maturity.

These assets acquired under finance leases are depreciated as
comparable owned assets over the shorter of the useful lives dis-
closed above for property, plant and equipment or lease period
and are adjusted for impairment charges, if any. Lease payments
are apportioned between the reduction of the outstanding lease
liability and finance charge. In respect of finance leases, the
depreciation on the leased assets and the financial charge on the
lease liability are shown in the income statement. The financial
charge is allocated to the income statement so as to achieve

a constant interest rate on the outstanding liability during the
lease term.

An operating lease is a lease of property, plant and equipment
where the lessor retains significant risks and rewards incidental
to ownership. Payments made thereunder are charged to the
income statement as rental expense on a straight-line basis over
the lease term.

Group as Lessor

Those leases under which Teleste is a lessor are classified as
operating leases. Leased assets are presented in the lessor’s bal-
ance sheet under property, plant and equipment according to the
nature of the asset. They are depreciated over their estimated
useful lives in accordance with the depreciation policy used for
comparable assets in own use. Lease income is recognised in the
income statement on a straight-line basis over the lease term.

Intangible Assets

An intangible asset is recognised only when it is probable that

future economic benefits that are attributable to the asset will
flow to the Group and if the cost of the asset can be measured
reliably. All other expenditure is expensed as incurred.

Goodwill

After 1 January 2004 goodwill represents the Group’s share of
difference between the cost of the acquisition and the fair value
measured at the acquisition date of the net identifiable assets,
liabilities and contingent liabilities acquired. The difference is
first allocated, where applicable, to the underlying assets. The
rest of the excess is presented as goodwill as a separate item
in the consolidated balance sheet. Goodwill has been allocated
to segments and in respect of associates, the carrying amount
of goodwill is included in the carrying amount of the investment
in the associate. Goodwill is stated at cost less any cumulative

impairment losses. Goodwill (together with other intangible
assets with indefinite lives) is not amortised but is tested annu-
ally for impairment. Consequently goodwill was amortised on a
straight-line basis over the expected useful life until 31 Decem-
ber 2003, after which the amortisation was discontinued.

Research and Development Costs

Research and development costs are expensed as they are
incurred, except for certain development costs, which are capi-
talised when certain criteria are met. Significant future product
platforms for which the potential demand and future cash flows
can be estimated with sufficient degree of accuracy have been
capitalised as intangible assets. Amortisation of such capitalised
development projects is commenced after the completion of the
subprojects related to the product platform concerned. They are
amortised on a systematic basis over their expected useful life,
which is three years.

Other Intangible Assets
Other intangible assets of the Group mainly consist of connec-
tion fees and these are not amortised.

Those intangible assets which have estimated useful lives are
depreciated on a straight-line basis over their known or esti-
mated useful lives.
The estimated useful lives are as follows:

Customer relationships 2-4 years

Trademarks 5-10 years

Technology 3-5 years

Non-Current Assets Held for Sale
and Discontinued Operations

A non-current asset (or disposal group) is classified as held for
sale when its carrying amount will be recovered principally
through a sale transaction rather than through continuing use. It
is measured at the lower of carrying amount and fair value less
costs to sell. Such assets and associated liabilities are presented
separately in the balance sheet. Assets held for sale are not
depreciated (or amortised) after the classification as held for sale.

A discontinued operation is a component of the Group’s business
that represents a separate major line of business or a geographi-
cal area of operations or is a subsidiary acquired exclusively

with a view to resale. The result of discontinued operations is
presented separately on the face of the consolidated income
statement.

Impairment

The carrying amounts of assets are assessed for potential impair-
ment at each balance sheet date and whenever there is any
indication that an asset may be impaired. For the purposes of
assessing impairment, assets are grouped at the cash generating
unit level, which is the lowest level for which there are separately
identifiable, mainly independent, cash inflows and outflows.
Goodwill, unfinished intangible assets and intangible assets with
indefinite useful lives, if any, are in all cases tested annually. All
goodwill items of the Group have been allocated to segments. If
there is an indication of an impairment, the Group estimates the
recoverable amount of the asset or cash generating unit. When
the recoverable amount of the asset or cash generating unit is
lower than the carrying amount, the difference is immediately
recognised as an impairment loss in the income statement. If the
impairment loss is to be allocated for a cash-generating unit, it is
allocated first by writing down any goodwill and then on pro rata
basis to other assets of the unit.

The recoverable amount is the higher of an asset’s or cash
generating unit’s fair value less costs to sell or value in use.
Teleste has applied value in use in its calculations in which case
the estimated future net cash flows expected to be derived
from the asset or cash generating unit are discounted to their
present value. Expenditures to improve assets’ performance,
investments or future restructurings are excluded from the cash
flow estimates.

An impairment loss relating to property, plant and equipment and
other intangible assets excluding goodwill is reversed if there is
an indication that the impairment loss may no longer exist and
there has been a positive change in the estimates used to deter-
mine the recoverable amount of an asset or cash generating
unit. An impairment loss is only reversed to the extent that the
asset’s carrying amount does not exceed the carrying amount
that would have been determined, net of depreciation or amorti-
sation, had no impairment loss been recognised for the asset in
prior years. However, an impairment loss in respect of goodwill
is never reversed.

Inventories

Inventories are stated at the lower of cost or net realisable
value. Cost is assigned by using the first-in, first-out (FIFO)
method. Net realisable value is the estimated selling price in the
ordinary course of business, less the estimated costs of comple-
tion and the estimated costs necessary to make the sale. The
cost of inventories comprises all direct costs incurred in acquiring
the inventories and bringing them to their existing location and
condition. In the case of manufactured inventories and work in
progress, cost includes an appropriate share of overheads based
on normal operating capacity.

Financial Assets and Liabilities

In Teleste hedge accounting as defined under IAS 39 is applied
only for interest swap contracts for specific loans. IFRS 7 has
been applied since 1 January 2007.

Since 1 January 2004 financial assets are classified into catego-
ries as follows: financial assets at fair value through profit or
loss, held-to-maturity assets, loans or receivables (assets) and
available-for-sale assets. Financial assets are classified when
initially acquired based on their purpose of use. In the case of a
financial asset not measured at fair value through profit or loss,
transaction costs are included in the acquisition cost. Fair value is
the amount for which an asset could be exchanged, or a liability
settled, between knowledgeable, willing parties in an arm’s
length transaction. All purchases or sales of financial assets are
recognised or derecognised using trade date accounting.

A financial asset is derecognised when the Group has lost its
contractual rights to the cash flows from the financial asset or
when it has transferred substantially all the significant risks and
rewards of ownership of the financial asset to an external party.

Financial Assets at Fair Value Through Profit or Loss

Financial assets at fair value through profit or loss are either
classified as held for trading, or they are designated by the Group
as at fair value through profit or loss upon initial recognition.

A financial asset is classified as held for trading if it is acquired

or incurred principally for the purpose of short-term profittaking
from changes in market prices or it is a derivative that does not
qualify for hedge accounting. Financial assets and liabilities at
fair value through profit or loss are recognised on the balance
sheet using trade date accounting. They are measured at their
fair values, which is the bid price at the balance sheet date based
on published price quotations in an active market. Both financial
assets held for trading and other financial assets maturing in 12
months after the balance sheet date are included in the current
assets. A gain or loss arising from a change in the fair value,
realised or unrealised, is recognised in the income statement as
incurred.

Derivatives and Hedge Accounting

Derivatives, including embedded derivatives, are included in the
financial assets at fair value through profit or loss. They are
recognised on the balance sheet at cost, equivalent to the fair
value, and are subsequently fair valued at each balance sheet
date. The Group uses forward exchange agreements and the
Group’s hedging policy is to cover all material currency risks at
least six months ahead. Hedge accounting is applied for inter-
est swap contracts hedging the interest risk for specific loans.
Changes in fair value of instruments designated as hedging

instruments are recognised in profit or loss. Gains and losses
arising from changes in fair value are included in operating

profit unless the hedged item relates to financing when fair

value changes are recognised in financial income or expenses.
Fair values are determined utilising public price quotations and
rates as well as generally used valuation models. The data and
assumptions used in the valuation model are based on verifiable
market prices. Derivatives that mature within 12 months after
the balance sheet date are included in current assets or liabilities.
Derivatives are not used for speculative purposes. Changes in the
fair values of derivative instruments, for which hedge accounting
is applied and which are effective hedging instruments, are recog-
nised in profit or loss in congruence with the hedged items.

On initial designation of the hedge, the Group documents the
relationship between the hedged item and hedging instrument,
and the risk management objectives and strategy in undertaking
the hedge transaction. The Group documents and assesses both
at the inception of the hedge relationship and at least at each
reporting date, the effectiveness of the hedging relationship by
monitoring the ability of the hedging instrument to offset the
changes in the fair value or cash flows of the respective hedged
item. The interest element of interest rate swaps used to hedge
variable rate loans is recognised in profit or loss within financial
items and the change in the fair value of the hedging instrument
is recognised in equity.

Available-for-sale Assets

This category comprises those non-derivative financial assets
that are designated as available for sale or are not classified
into other categories. In Teleste available-for-sale investments
consist of holdings in listed and unlisted companies and they are
normally measured at their fair value. Investments in listed com-
panies are measured at the bid price at the balance sheet date
based on published price quotations in an active market. Such
unlisted shares whose fair value cannot be reliably determined,
are measured at cost. Unrealised changes in value of available-
for-sale investments, net of tax, are recognised in the compre-
hensive income and in equity in fair value reserve. Cumulative fair
value changes are released to the income statement when the
investment is sold or disposed of. Such significant impairment
losses for which there is objective evidence, are recognised in
the income statement immediately. Normally available-for-sale
investments are included in non-current assets unless the Group
has the intention to hold them for less than 12 months after the
balance sheet date.

Loans and Receivables

Financial assets that belong to this category meet the following
criteria: they are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market.
The Group does not hold them for trading purposes either.
Loans and receivables arise when money, goods or services are
delivered to a debtor. They are included in current or non-current
assets in accordance with their maturity. Loans granted by the
Group are measured at cost. An impairment loss is recognised on
loan receivables if their carrying amount exceeds their recover-
able amount.

Held-to-maturity Investments

Held-to-maturity investments are non-derivative financial assets
with fixed or determinable payments and fixed maturity that
the Group has the positive intent and ability to hold to maturity.
They are stated at amortised cost less impairment losses and
presented within non-current assets. At the end of the reporting
period the Group had no assets classified as held-to-maturity
investments.

Financial Liabilities

Since 1 January 2004 financial liabilities are classified either

as financial liabilities at fair value through profit or loss or as
other liabilities. Teleste only has liabilities classified to the latter
category. On initial recognition a loan is measured at its fair
value that is based on the consideration received. Subsequent to
initial recognition, these liabilities are stated at amortised cost
calculated using the effective interest method. Interest expenses
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are recognised in the income statement over the term of the loan
using the effective interest method.

Trade Receivables

Trade receivables are recognised at the original invoice amount
to customers and stated at their cost less impairment losses,

if any. The amount of doubtful receivables and assessment of a
potential impairment is based on risk of individual receivables.
Trade receivables are measured at their probable value at the
highest. An impairment loss is recorded when there is objective
evidence that the Group will not be able to collect all amounts
due according to the original terms of the receivables. Bad debts
recognised in the income statement are included in other operat-
ing expenses.

Cash and Cash Equivalents

Cash and cash equivalents comprises cash balances, call deposits
and other short-term highly liquid investments with original matu-
rities of three months or less from the date of acquisition. Bank
overdrafts, if any, are included within current liabilities.

Treasury Shares

Teleste Corporation’s own shares acquired by the Group, includ-
ing directly attributable costs, are presented as a deduction from
total equity in the consolidated financial statements. Purchases
or subsequent sales of treasury shares are presented as changes
in equity.

Dividends

The dividend proposed by the Board of Directors is not recog-
nised until approved by a general meeting of shareholders.

Provisions

A provision is recognised in the balance sheet when the Group
has a present legal or constructive obligation as a result of a
past event, a reliable estimate can be made of the amount of the
obligation and it is probable that an outflow of economic benefits
will be required to settle the obligation. The amount recognised
as a provision is the best estimate of the expenditure required
to settle the present obligation at the balance sheet date. If the
effect of the time value of money on the amount of a provision

is material, a provision is discounted. Provisions can arise from
warranties, onerous contracts and restructurings. A warranty pro-
vision is recognised when the underlying products are sold. The
provision is based on historical warranty data and an estimate.

A provision for non-cancellable purchase commitments of the
Group is recognised, if these commitments result in inventory in
excess of forecasted requirements. A provision for onerous con-
tracts is recognised when the expected benefits to be derived by
the Group from a contract are lower than the unavoidable cost
of meeting its obligations under the contract. A reimbursement
from a third party related to a provision is recognised as a receiv-
able only when the reimbursement is virtually certain.

A provision for restructuring is recognised when the Group has a
detailed and formal restructuring plan, and the restructuring has
either commenced or has been announced publicly to those it
concerns. The plan identifies at least the following: the business
concerned, the principal locations affected, the location, function,
and approximate number of employees who will be compensated
for terminating their services, the expenditures that will be under-
taken and when the plan will be implemented. Future operating
costs are not provided for.

Revenue Recognition and Net Sales

Revenue from the sale of goods is recognised in the income
statement when all significant risks and rewards of ownership
have been transferred to the buyer, which normally takes place
when a commodity is delivered. Revenue from services is recog-
nised when the service has been performed.

Revenue from construction contracts is recognised either on a
percentage-of-completion basis, using units of delivery (based
on predetermined milestones) or by applying the cost-to-cost
method of accounting as the measurement basis. Estimated
contract profits are recognised in earnings in proportion to
recorded sales, when a certain predetermined milestone has
been achieved. In the cost-to-cost method, revenue and profits
are recognised after considering the ratio of cumulative costs
incurred to estimated total costs to complete each contract (the
stage of completion). Recognition of profit requires the outcome
of a construction contract be estimated reliably. If this is not
the case, revenue is recognised only to the extent of contract
costs incurred that it is probable will be recoverable; and contract
costs are expensed in the period in which they are incurred. In
the event that the Group can be held as the main contractor of
a construction contract, various product expenses including raw
materials and labour costs will be accounted for in the calculation
of the stage of completion. Possible changes in the expected
total expenses of a construction contract are expensed as
incurred. The expected loss is charged to the income statement
immediately.

Costs related to a construction contract for which revenue is

not yet recognised are included in inventories under unfinished
construction contracts. If costs incurred together with recognised
profits exceed the amount billed, the difference is included in the
balance sheet item “trade and other receivables”. When costs
incurred together with recognised profits are lower than the
amount billed, the difference is shown under “trade and other
payables”.

Net sales include revenue from services rendered and goods
sold, adjusted for discounts granted, sales-related taxes and
effects of the translation differences.

Other Operating Income

Other operating income comprises income not generated from
primary activities, such as rental income and gains from disposal
of assets.

Government Grants

Government grants that compensate the Group for expenses
incurred are recognised as revenue in the income statement on a
systematic basis in the same periods in which the expenses are
incurred. Grants that compensate the Group for the cost of an
asset are recognised by deducting the grant from the carrying
amount of the asset.

Employee Benefits

Pension Arrangements

Pension plans are classified as either defined contribution plans
or defined benefit plans. The plans the Group has currently are
classified as defined contribution plans. Contributions to defined
contribution pension plans are recognised as an expense in the
income statement in the year to which they relate. The statutory
pension plans of Finnish subsidiaries in the Group are funded
through pension insurance. Subsidiaries outside Finland have
various pension schemes in accordance with local requirements
and practices.

Share-based Payments

Teleste has applied IFRS 2 Share-based payments to granted
share options to the extent that such share option plans are in the
scope of this standard, i.e. to those share option arrangements
in which share options have been granted after 7 November
2002 that had not yet vested until 1 January 2005. The options
granted before this have not been expensed in the income state-
ment. The granted share options are measured at their fair values
using the Black-Scholes option pricing model at the grant date
and are recognised as an employee expense during the vesting
period with a corresponding increase in equity. When the options
are exercised, the proceeds received, net of any transactions
costs, are credited to share capital (nominal value) and the share
premium reserve.

Operating Profit

Operating profit is not defined under IAS 1 Presentation of Finan-
cial Statements. In Teleste it is defined as a net amount that is
comprised of the following items:

net sales

+ other operating income

- raw material and consumables used adjusted for changes in
inventories of finished goods and work in progress

- employee benefits expense

- depreciation and amortisation expense and impairment losses

- other operating expense

= operating profit / loss

All other items not mentioned above are presented under the
operating profit. Translation differences relating to sales and
purchases are treated as adjustments to these items. All other
translation differences are included in financial income and
expenses.

Borrowing Costs

Borrowing costs are generally expensed in the period in which
they are incurred, except if they are directly attributable to the
construction of an asset that meets the determined criteria, in
which case they are capitalized as part of the cost of that asset.
These criteria are that the borrowing costs incurred for the con-
struction of a major investment. However, incremental transac-
tion costs directly related to acquiring a loan are included in the
initial cost and are amortised as an interest expense using the
effective interest rate method. The Group had no such capitalised
transaction costs in its balance sheet at the end of the reporting
period.

Interest and Dividend Income

Interest income is recognised using the effective interest
method. Dividend income is recognised when the right to the
dividend has established.

Income Taxes

The income taxes in the consolidated income statement consist
of current tax and the change in the deferred tax assets and
liabilities. Current tax includes taxes of the Group companies
calculated on the taxable profit for the period determined in
accordance with local tax rules, as well as the tax adjustments
related to previous years. Deferred tax relating to items charged
or credited directly to comprehensive income is itself charged or
credited directly to comprehensisive income and equity.

Deferred tax assets and liabilities are provided in the consoli-
dated financial statements using the balance sheet liability
method, providing for all temporary differences between the
carrying amounts of assets and liabilities for financial reporting
purposes and the amounts used for taxation purposes. The main
temporary differences arise from the treatment of development
costs, the depreciation difference on property, plant and equip-
ment and effects of consolidation and eliminations. Deferred
taxes are not provided for impairment of goodwill, which is not
deductible for tax purposes, nor for undistributed profits of
subsidiaries to the extent that is it probable that the temporary
difference will not reverse in the foreseeable future. Deferred
tax liabilities are recognised at their full amounts in the balance
sheet, and deferred tax assets are recognised at estimated
realisable amounts. The enacted or substantially enacted tax
rate at the balance sheet date is used as the tax rate.

Accounting Policies Requiring Management’s
Judgement and Key Sources of Estimation
Uncertainty

Management’s estimates regarding obsolete inventories, bad
debts and warranties are based on approved financial models
and case-specific judgments. Both historical experience and

management’s current view on the market situation have been
employed when using the financial models. Management has
used the best information available during the process of prepar-
ing the financial statements when making case-specific judge-
ments. Impairment tests reflect assumptions made by manage-
ment and underlying sensitivity analyses of the future cash flows.

By the issuance of the consolidated financial statements Teleste
is not aware of any significant uncertainties regarding estimates
made at the balance sheet date, nor of such future key assump-
tions that might have a significant risk of causing a material
adjustment to the carrying amounts of assets and liabilities
within the next financial year.

Application of New and Revised Ifrs Standards

IASB has published the following new or revised standards and
interpretations that the Group has not yet adopted. The Group
will adopt these standards as of the effective date of each of
the standards, or if the effective date is not the first day of the
reporting period, as of the beginning of the next reporting period
following the effective date.

Revised IAS 24 Related Party Disclosures (effective for financial
year beginning on or after 1 January 2011). The definition of a
related party is clarified and certain disclosure requirements for
government related entities are changed.

IFRS 9 Financial Instruments (effective for financial year begin-
ning on or after 1 January 2013). IFRS 9 is the first phase of an
extensive project to replace IAS 39 with a new standard. Differ-
ent measurement methods are retained but they have been sim-
plified. Financial assets are divided into two classifications based
on their measurement: financial assets measured at amortised
cost and financial assets measured at fair value. The classification
depends on entity’s business model and the contractual provi-
sions of the instrument. Guidance of IAS 39 on impairment and
hedge accounting remains effective. Figures of prior reporting
period do not need to be adjusted if the standard is adopted on
a reporting period beginning before 1 January 2012. The stand-
ard has not yet been endorsed by the European Union.

Improvements to IFRS (May 2010, mainly effective for financial
year beginning on or after 1 July 2010). Annual improvements
procedure gathers all minor and less urgent amendments into
one collection that is implemented once a year. The effects of the
amendments vary between different standards but the amend-
ments will not have any major effects on the consolidated finan-
cial statements. The amendments have not yet been endorsed by
the European Union.

Improvement to IAS and IFRS standars and IFRIC interpretation are
estimated not to have significant impact on Teleste’s reporting.

Amendments to IFRS 7 Financial Instruments: Disclosures (effec-
tive for financial year beginning on or after 1 July 2011).

Amendment to IAS 32 Financial Instruments: Presentation -
Classification of rights issues (effective for financial year begin-
ning on or after 1 February 2010).

IFRIC 19 Extinguishing Financial Liabilities with Equity Instru-
ments (effective for financial year beginning on or after 1 July
2010).

Amendments to IFRIC 14 Prepayments of a Minimum Funding
Requirement (effective for financial year beginning on or after 1
January 2011).

Amendments to IAS 12 - Defered Tax: Recovery of Underlying
Asset (effective for financial year beginning on or after 1 January
2012).
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Segment Reporting

Teleste Group is organised in two reporting segments. These
segments are based on the Group’s organisational and internal
reporting structure. The Group has adopted IFRS 8 since

1 January 2009.

Business Segments

The Group comprises two business segments that are Networks
Services and Video and Broadband Solutions. They have been
introduced on 1 January 2010.

Video and Broadband Solutions business segment has the
emphasis on product solutions for broadband access networks,
video service platforms and video surveillance applications. Major
clientele of the business area consists of cable operators but
includes also resellers and public sector organizations. The main
market of the business area is Europe.

Network Services segment deliver comprehensive network
service solutions including new construction, rebuilding, upgrad-
ing, planning and maintenance services of cable networks. The
clientele consists mainly of large European cable operators.
Implementation and scope of the relevant services vary by client
ranging from standalone applications to integrated turnkey
deliveries. Most deliveries are based on frame agreements.

The services also include Teleste’s own product solutions. Our
know-how in services covers all the sectors related to the cable
network technology from installation and maintenance of head
ends to upgrading of house networks. Services are also provided
through a network of subcontractors.

Geographical Division

The two segments operates in four geographical areas:

Finland

Other Nordic countries

Other Europe

Others (North America, Asia and Other countries)

The main market area of Video and Broadband Solutions is
Europe where the business unit is present with its 23 dedicated
offices supported by several support and integration partners.
Apart from Europe, offices have been established in Australia,
China, India and USA.

The geographical division of sales are shown based on customer
location. Assets and investments are presented by geographical
location of assets.

There are no major inter-segment sales in the Group.

Unallocated Items

Unallocated income statement items include costs and incomes
which follow earnings after depreciations. Assets not allocated
to the segments represent cash. Unallocated liabilities are inter-
est bearing liabilities and tax liabilities.

Business Segments

2010 1 000 euros

External sales
Services
Goods

Total external sales

Operating profit of segments
Operating profit
Financial items

Shares of associates

Profit before taxes

2009 1 000 euros

External sales
Services
Goods

Total external sales

Operating profit of segments
Operating profit

Financial items

Shares of associates

Profit before taxes

Impairment of goodwill
Geographical division

2010 1 000 euros
Sales by origin

Assets
Capital expenditure

2009 1 000 euros

Sales by origin
Assets
Capital expenditure

Major customer

Finland

11272
29877
2190

Finland

11630

32611
4611

Video and
Broadband
Solutions

3379
78 628

82 007

6 345

Video and
Broadband
Solutions

3449
72 831
76 280

-692

800

Nordic
countries

17932
7922
25

Nordic
countries

17 964
11843
20

Network
Services

85 829

85 829

1087

Network
Services

65 371

65 371

3216

-544

Other
Europe

129512
77 272
1511

Other
Europe

107 011
64 547
20580

Group

89 208
78 628

167 836

7432
7432
-689
0

6743

Group

68 820
72 831
141 651

2524
2524
-605
-544
1375

800

Others Group

9120 167 836
1168 116 239
25 3751

Others Group
5046 141 651

1077 110078
30 25 241

Revenues from one customer of the Group’s Network Services segment represents approximately 51.6 Meur in 2010 (33.6 Meur in

2009), which is 30.7% (23.7%) of Group net sales.
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Business Combinations Acquired

During 2010 and 2009

At 14 April 2010 Networks Services segment was strengthened
by acquiring 100% of shares of a Swiss company Freycom S.A.
The company’s business area is in upgrading and maintenance of
cable and house networks.

At 1 September 2010 Video and Broadband solution segment
was strengthened by acquiring 100% of shares of Polish
company Satlan Sp. z 0.0, a system integrator focusing on IP
video and broadband solutions for Polish operators and service
providers.

The acquisitions resulted in EUR 1 228 thousand of intangible
assets, which was allocated to trade marks, customer relation-
ships. Teleste personnel increased with 52 persons. The goodwill,
amounted EUR 5 103 thousand, is mainly due to future revenue
expectation. The goodwill include estimated amount of the con-
ditional supplementary contract price for Satlan. Total considera-
tion is estimated to be EUR 6 330 thousand depending on the
profitability development during next two years. The fair value of
Satlans trade receivables EUR 1 305 thousand were EUR 109
thousand less than the total value based on agreements. The
difference is expected to realize as credit losses. All costs related
to the acquisitions, EUR 94 thousand, are expensed in other
operating expenses. The goodwill is mainly due to expected return
in the future.

The ownership in Cableway AG rose in August 2010 to 100%.

The impact of the acquisition of Freycom on Teleste’s net sales
during the period 14.4.2010-31.12.2010 was EUR 1 970
thousand and on the profit EUR 24 thousand. If Freycom would
have been consolidated since 1 January 2010, the Group revenue
would have been EUR 605 thousand higher and the Group profit
would have decreased EUR 230 thousand.

The impact of the acquisition of Satlan on Teleste’s net sales dur-
ing the period 1.9.2010-31.12.2010 was EUR 3 631 thousand
and on the profit EUR 656 thousand. If Satlan would have been
consolidated since 1 January 2010, the Group revenue would
have been EUR 3 707 thousand higher and the Group rprofit
would have increased EUR 82 thousand.

The range of products and services of Network Services was
strengthened by acquisition of 100% of shares of German com-
panies, Antel GmbH, MKS and Young-Net GmbH was purchased
at 1 January 2009. At 1 July 2009 100% of shares in AVC
Systemhaus GmbH was purchased. With these purchases Teleste
ownership in Cableway AG increased to 75%. The purchase prices
amounted totally EUR 10 954 thousand and was paid in cash.

The acquisition resulted in EUR 2 977 thousand of intangible
assets, which was allocated to trade marks, customer relation-
ships and tehnology. Teleste personnel increased with 624 per-
sons. The goodwill, amounted EUR 15 260 thousand, is mainly
due to future revenue expectation and to personnel synergy
effects in the future. The goodwill include estimated amount of
the conditional supplementary contract price.

The impact of the acquisition on Teleste’s net sales during the
period 1.1.2009-31.12.2009 was EUR 62 271 thousand and on
the net profit EUR 1 431 thousand. If Cableway and AVC System-
haus had been consolidated since 1 January 2009, the Group

net sales would have been EUR 14 750 thousand higher and the
Group net profit would have decreased EUR 537 thousand.

The fair values determined in the business combination are based

on the following estimates:
The fair value of acquired trade marks is determined to equate
with the discounted royalties, which have been managed to
be avoidable by owing the trademarks in question. A reason-
able royalty per cent, that an external party would pay for a
licensing agreement, has been estimated when determining
the fair values.

The fair value of acquired technology is determined to equate
with the discounted product development costs, which have
been managed to be avoidable by owing the technology in

question.

Determination of fair value of the customer relationships is
based on the estimated life time of the customer relation-
ships and the discounted cash flows to be derived from the

existing customerships.

CALCULATION OF RECOGNISED FAIR VALUES ON

ACQUISITION
1 000 euros

Fair values used in consolidation

Trade marks (inc. in intangible assets)
Customer relationship (inc. in intangible assets)
Book values used in consolidation

Tangible assets

Inventories

Other receivables

Liquid funds

Total assets

Book values used in consolidation
Deferred tax liabilities

Other liabilities

Total liabilities

Net identifiable assets and liabilities

Total consideration
Goodwill on acquisition

Consideration paid in cash
Cash and cash equivalents in acquired subsidiary
Total net cash outflow on the acquisition

43
188

107
280
217
340
175

-

60
914

974

201

571
370

=571
197

-374

PRELIMINARY CALCULATION OF RECOGNISED FAIR VALUES

ON ACQUISITION OF SATLAN
1 000 euros

Fair values used in consolidation

Trade marks (inc. in intangible assets)
Customer relationship (inc. in intangible assets)
Inventories

Trade receivables

Book values used in consolidation

Tangible assets

Other receivables

Liquid funds

Total assets

Book values used in consolidation
Deferred tax liabilities

Other liabilities

Total liabilities

Net identifiable assets and liabilities

Total consideration
Goodwill on acquisition

Consideration paid in cash
Cash and cash equivalents in acquired subsidiary
Total net cash outflow on the acquisition

154
843
1314
1305

51
219
333

4219

259
2 363
2622

1597

6330
4733

-2780
333
-2447
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1 CONSTRUCTION CONTRACTS

Group revenue includes EUR 2 708 thousand in 2010 (EUR 2 911 thousand in 2009 ) of income from construction contracts.

Revenue recognised in the consolidated income statement from construction contracts in progress amounted to EUR 412 thousand
(EUR 434 thousand). No advance payments included to balance sheet at the closing time.

1 000 euros 2010 2009

2 OTHER OPERATING INCOME

Government grants related to development costs 1148 1602
Rental income 59 117
Government grants 253 1405
Total 1460 3124

3 EMPLOYEE BENEFITS

Wages and salaries -39 425 -35015
Pension expenses

Defined contribution plans -7 412 -6 581
Other post employment benefits -4 387 -3190
Activated R&D salaries and social costs 647 486
Equity-settled share-based transactions -247 -284
Total -50 824 -44 584

Information on the remuneration of (and loans to) the Group management is presented
in the note Related party transactions.

The average number of employees during the financial year 1215 1103
4 DEPRECIATION, AMORTISATION AND IMPAIRMENT
Depreciation and amortisation by asset type:

Tangible assets

Buildings -348 =211
Machinery and equipment -1 302 -1539
Other tangible assets -618 -347
Total -2268 -2097

Intangible assets

Capitalised development expenses -2 379 -2 367

Other intangible assets -1 249 -1118

Total -3628 -3485
Impairment losses

Goodwill 0 -800

Total 0 -800

5 OTHER OPERATING EXPENSES

Rental expenses -4 237 -3 485
External services -2 889 -2228
Other variable costs -3 975 -4 222
Travel and IT costs -4 736 -4 371
R&D costs -3187 -3103
Other expenses -4 066 -3914
Total -23 090 -21323

Audit expenses

KPMG

Auditing assignments -164 -165
Tax consultancy =27 -43
Other assignments -17 -23
Other auditors

Auditing assignments -36 -23
Other assignments =21 -37
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Notes to the Consolidated Income Statement and Balance Sheet

1 000 euros 2010

6 FINANCIAL INCOME

Interest income 72
Dividend income 12
Other financial income 0
Total 84

7 FINANCIAL EXPENSES

Interest expenses -659
Exchange losses -36
Other financial expenses -78
Total =773

Other financial expenses includes interests from financial leasing expenses during the period 36 teur (120 teur in 2009).

Losses from forward exchange contratcs are included in operating profit.

8 INCOME TAXES

Recognised in the income statement
Current tax expense

Current year -1764
Adjustments for prior years -230
Deferred tax expense 35
Total -1959

Reconciliation of the tax expense, EUR -1 959 thousand,
calculated using the Teleste Group’s domestic corporation 26% tax rate:

Profit before tax 6 743
Income tax using the domestic corporation tax rate (26%) -1753
Effect of tax rates in foreign jurisdictions -86
Tax exempt revenues 0
Tax debt increase related to balance sheet items 35
Non-deductible expenses -76
Taxes from previous year -230
Effect of tax losses utilised 150
Income tax income/expense reported in the consolidated income statement -1959

9 EARNINGS PER SHARE

The basic earnings per share is calculated as follows:

The diluted earnings per share is calculated as follows:

2009

64
10
31
105

-526

-184
-710

-923
-76
40
-959

1375

-357
-194

40
-436
-76
64
-959

Profit for the year attributable to equity holders of the parent

Profit for the year attributable to equity holders of the parent (diluted)

Weighted average number of ordinary shares outstanding during
the financial year the financial year (diluted)
The number of ordinary shares outstanding excludes the

treasury shares. the note 17 Capital and reserves.

The changes in the number of the shares are presented in

Weighted average number of ordinary shares outstanding during

Notes to the Consolidated Income Statement and Balance Sheet

2010
Profit for the year attributable to equity holders of the parent (1 000 euros) 4 784
Weighted average number of ordinary shares outstanding during the financial year (1 000 shares) 17 425
Basic earnings per share (euros/shares) 0.27
Weighted average number of ordinary shares outstanding during the financial year (1 000 shares) 17 425
Effect of share options on issue (1 000 shares) 268
Weighted average number of ordinary shares outstanding during the financial year (diluted) (1 000 shares) 17 693
Diluted earnings per share (euros/share) 0.27

2009
416
17 229
0.02

17 229
78

17 307
0.02

The share options granted by the Group have a dilutive effect, i.e. they increase the number of the ordinary shares when their subscripti-
on price is below the fair value of the share. The dilutive effect equals the number of the shares gratuitously issued; this difference arises
when the Group can not issue the same number of shares at their fair value using the proceeds received on the exercise of the options.

10 PROPERTY, PLANT AND EQUIPMENT

1 000 euros Land areas Buildings Machinery Other
and equip- tangible

ment assets

Balance at 1.1.2010 153 8 900 19373 4583
Additions 0 209 578 222
Acquisitions through business combinations 0 19 116 0
Balance at 31.12.2010 153 9128 20 067 4 805

Depreciation and impairment losses

Balance at 1.1.2010 0 -3490 -15835 -3724
Depreciation charge for the year 0 -348 -1 302 -618
Balance at 31.12.2010 0 -3 838 -17 137 -4 342
Carrying amounts at 1.1.2010 153 5410 3538 859
Carrying amounts at 31.12.2010 153 5290 2930 463
1 000 euros Land areas Buildings Machinery Other
and equip- tangible

ment assets

Balance at 1.1.2009 176 5843 17 289 4017
Additions 0 3184 1070 566
Acquisitions through business combinations 0 105 1014 0
Disposals -23 -232 0 0
Balance at 31.12.2009 153 8 900 19 373 4583

Depreciation and impairment losses

Balance at 1.1.2009 0 -3279 -14 296 -3377
Depreciation charge for the year 0 =211 -1 539 -347
Balance at 31.12.2009 0 -3490 -15 835 -3724
Carrying amounts at 1.1.2009 176 2 564 2993 640
Carrying amounts at 31.12.2009 153 5410 3538 859
Carrying amount of production machinery and equipment at 31.21.2010 2930

Carrying amount of production machinery and equipment at 31.21.2009 3145

Property, plant and equipment include assets leased under financial leases as follows:

1 000 euros Machinery and
equipment

31.12.2010

Historical cost 2 606

Cumulative depreciation -1 797

Carrying amount at 31.12. 809

31.12.2009

Historical cost 3 605

Cumulative depreciation -2 333

Carrying amount at 31.12. 1272

Total

33 009
1009
135

34153

-23 049
-2 268
=-25317

9 960
8 836

Total

27 325
4820
1119
-255

33 009

-20 952
-2097
=23 049

6373
9960
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Notes to the Consolidated Income Statement and Balance Sheet

1 000 euros Goodwill Develop- Other Total
ment costs  intangible
assets

11 INTANGIBLE ASSETS

Balance at 1.1.2010 32 457 12 029 6 002 50 488
Additions 5103 1742 1160 8 005
Disposals -5801 0 -229 -6 030
Balance at 31.12.2010 31 759 13771 6933 52463

Amortisation and impairment losses

Balance at 1.1.2010 -800 -8193 -2174 =11 167
Amortisation for the year 0 -2 379 -1 249 -3 628
Balance at 31.12.2010 -800 -10572 -3423 -14 795
Carrying amounts at 1.1.2010 31657 3836 3828 39 321
Carrying amounts at 31.12.2010 30 959 3199 3510 37 668
1 000 euros Goodwill Develop- Other Total
ment costs  intangible
assets
Balance at 1.1.2009 13865 10 432 2915 27 212
Additions 18 592 1597 3087 23 276
Balance at 31.12.2009 32 457 12029 6002 50 488

Amortisation and impairment losses

Balance at 1.1.2009 0 -5825 -1 056 -6 881
Amortisation for the year -800 -2 368 -1118 -4 286
Balance at 31.12.2009 -800 -8193 -2174 -=-11167
Carrying amounts at 1.1.2009 13 865 4 607 1859 20 331
Carrying amounts at 31.12.2009 31657 3836 3828 39 321

For the purposes of impairment testing goodwill items of the Group have been allocated to the segments, each of which represents
a separate cash-generating unit. The aggregate goodwill amount totalled EUR 31.0 million at 31 December 2010. Goodwill has been
allocated to the following cash-generating unit (Meur):

Video and Broadband Solutions 23.2
Network Services 7.8

The recoverable amount of the segments is based upon value-in-use calculations. Those calculations use cash flow projections based
upon the strategy and budgets approved by the management. Calculations are prepared covering a 10 years’ period, the cash flow for
both segments covers the five first years and is extrapolated using a 5 per cent growth rate (Video and Broadband Solutions first

2 years is based on 0 growth rate and during the next 3 years the expected growth rate is 5 per cent and for Network Services first

5 years is based on 5 per cent yearly growth rate). The expected future cash flows for a further 5 year period are extrapolated using a
5 per cent (2 per cent) growth rate.

Management’s view on the cash flows is cautious as the changes of the industry are difficult to foresee. A discount rate of 12.7 per
cent (12.3 per cent) has been used in discounting the projected cash flows. The terminal value of the segments is calculated by using a
growth rate of 2 per cent. The impairment test process included the sensitivity analysis of the segment or a cash generating unit (CGU)
in the segment, in which the specific yearly cash flow estimates were reduced by 1-3 percentage units and the discount interests were
increased by 1-2.3 percentage units. Based on the sensitivity analysis, no potential future impairment losses have been foreseen in the
Network Services segment.

For Video and Broadband Solutions an impairment loss is possible if the estimated growth rate doesnt realize for one CGU. The allocated
goodwill for this CGU stood at EUR 1 807 thousand at 31 Dec. 2010.

The Group received a grant amounting to EUR 1.4 million from Tekes (National Technology Agency of Finland) towards development
costs in 2010 (2009: EUR 2.0 million). From the grant received EUR 0.22 million (2009: EUR 0.36 million) has been recognised to deduct
the carrying amount of the asset.

The grant has the condition, according to which 10% of the total costs of the project have to be incurred through subcontracting work in
Finnish small and medium-sized companies.

1 000 euros 2010 2009

12 AVAILABLE-FOR-SALE INVESTMENTS

Unlisted shares 713 713
Total 713 713

Notes to the Consolidated Income Statement and Balance Sheet
1 000 euros 1.1.2010 Recognised 31.12.2010

in the income
statement

13 DEFERRED TAX ASSETS AND LIABILITIES
Movements in temporary differences during 2010

Deferred tax assets:

Effects of consolidation and eliminations 1698 -804 894
Unused tax losses 0 333 333
Provisions 244 0 244
Other items 41 31 72
Cumulative depreciation difference 442 -172 270
Total 2425 -612 1813

Deferred tax liabilities:

Capitalisation of intangible assets -991 160 -831
Fair value adjustments to intangible and tangible assets on acquisition -1160 247 -913
Cumulative depreciation difference -256 -77 -333
Other taxable temporary differences -283 36 -247
Total -2690 366 -2324

In the consolidated financial statements deferred tax receivables and liabilities have been offset.

The change in liabilities doesn't match the deferred tax recognised the income statement due to recognition of deferred tax liabilities for
other intangible assets and group internal eliminations.

1 000 euros 1.1.2009 Recognised 31.12.2009
in the income
statement

Movements in temporary differences during 2009

Deferred tax assets:

Effects of consolidation and eliminations 737 961 1698
Provisions 244 0 244
Other items 0 41 41
Cumulative depreciation difference 388 54 442
Total 1369 1056 2425

Deferred tax liabilities:

Capitalisation of intangible assets -1197 206 -991
Fair value adjustments to intangible and tangible assets on acquisition -444 -716 -1160
Cumulative depreciation difference -285 29 -256
Other taxable temporary differences -402 117 -283
Total -2328 -364 -2 960

In the consolidated financial statements deferred tax receivables and liabilities have been offset.

At 31 December 2010 the Group had unused tax losses in subsidiaries amounting EUR 1,185 thousand (31 December 2009: EUR 1,855
thousand). Deferred tax asset of EUR 333 thousand has been recognised as the Group can utilise the benefit. The Group has also defer-
red tax asset abroad EUR 378 thousand (31 December 2009: EUR 448 thousand). These are not included in the calculations due to the
unceraintity if Group can utilise them.

No deferred tax liability has been provided for the undistributed profits of the foreign subsidiaries amounting to EUR 3,105 thousand at
31 December 2010 (31 December 2009: EUR 4,314 thousand). This is because the parent company has the power to decide the time
when the tax obligation would realize. The realization of this tax is unlikely in the near future.

1 000 euros 2010 2009

14 INVENTORIES

Raw materials and consumables 3963 4 156
Work in progress 11 398 11 651
Finished goods 5639 4 875
Total 21000 20 682

The amount of the impairment losses of inventories to the net realisable value recognised as an expense during the financial period is
EUR 700 thousand. At the end of the financial year EUR 5,152 thousand was deducted from the inventory value to the net realisable
value (31 December 2009: EUR 6,152 thousand).
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Notes to the Consolidated Income Statement and Balance Sheet

1 000 euros 2010 2009
17 SHARE-BASED PAYMENTS

15 TRADE AND OTHER CURRENT RECEIVABLES
Teleste Corporation had two option schemes in operation during the period: Stock Options 2004 and Stock Options 2007. The

Trade receivables 28 082 22144 schemes were approved by Teleste annual general shareholders’ meetings in 2004 and in 2007. The stock options have an average
Accrued income and prepayments 2070 2 280 maturity of 6 years from the plan launch including a waiting period and a two-year share subscription period. Under the schemes out-
Other receivables 2667 2 460 standing at the end of the period the annual general meeting of shareholders has authorized Teleste board of directors to grant up
Total 32819 26 884 to 1 140 000 options to the Group key employees or to Teleste subsidiary, which may be authorized to grant options further to the

Group key personnel. The options are forfeited if the employee leaves the Group before the options vest. The options expire unless
not distributed or exercised by the end of the share subscribtion period. Dilution effect of the new shares potentially subscribed with
the outstanding stock options the after share capital increase currently amount to 4%, at maximum. Key characteristics and terms of
the Teleste option schemes in operation at the end of the period are listed in the table below.

16 CASH AND CASH EQUIVALENTS

Cash at bank and in hand and call deposits 15 203 12518
Total 15203 12518
Basic information Stock Options Stock Options 2007 Total
Cash and cash equivalents in the statement of cash flows 15 203 12518 2004
2010 20048 2007A 2007B 2007C
17 CAPITAL AND RESERVES 31.12.2010
N Annual General Meeting date 16.3.2004 3.4.2007 3.4.2007 3.4.2007
1 000 euros Number of Number of Number of S lare Reserve Grant date(s) 15.6.2004 94.8.2007 15.10.2008 91.9.2009
shares, own shares,  shares, total, capital, fund, 4.4.2006
1 000 pcs 1 000 pcs 1 000 pcs 1000 euros 1000 euros T
15.11.2004
At 1.1.2009 17039 766 17 805 6967 1504 Maximum number of stock options 300 000 280 000 280 000 280 000 1440 000
Share options exercised by employees 0 0 0 0 0 :)-he numbir of shares subscribed 1 ! 1 L
Own shares purchased -78 78 0 0 0 | Y;)r:e op |9n ice* EUR 6.59 12.89 6.94 357
Own shares sold 465 -465 0 0 0 nitit exeraise price™ ' ' \ '
Dividend adjustment Yes Yes Yes Yes
At31.12.2009 17426 379 17805 6967 1504 Exercise price 31.12.2008 5.87 12.45 6.70 -
Issue of new share (Teleste Management) 0 381 381 0 0 Exercise pr{ce 31.12.2009 275 1233 6.8 3.57
. ) Exercise price 31.12.20010 ** 5.67 12.25 6.50 3.49
Share options exercised by employees 0 0 0 0 0 S . )
Own shares purchased 0 0 0 0 0 (E\EIZELT:;]Q of exercise period 1.4.2008 1.4.2010 1.4.2011 1.4.2012
0 h |d 0 0 0 0 0
\Wn SNares 50 End of excercise period 30.4.2010 30.4.2012 30.4.2013 30.4.2014
At 31 December 2010 17 426 760 18 186 6967 1504 (expiration)
) ) Maximum contractual life, years 6.1 5.1 6.1 7.1
Thedm;mbelrj of Tiliste Og/] shares was 18,186,590 at 31 December 2010 (31 December 2009 17,805,590 shares). All shares is- Remaining contractual life, years expired 13 53 33
sued have been Tully paid. Number of persons 31.12.2010 vested vested 33 41
The Annual General Meeting of Teleste Oyj held on 9 Arpril 2010 decided to authorize the Board of Directors to repurchase Compa- Vesting conditions Employment Employment until beginning of exercise period

ny’s own shares in accordance with the proposal of the Board of Directors. Based on the authorization, the Board of Directors may
repurchase a maximum of 1,400,000 own shares of the Company otherwise than in proportion to the holdings of the shareholders
by using the non-restricted equity at the market price prevailing at the time of the acquisition in NASDAQ OMX Helsinki Ltd.

Based on the authorization, @ maximum of 10,000,000 new shares may be issued and a maximum of 1,779,985 of own shares
held by the Company may be conveyed. The number of shares to be issued to the Company itself together with the shares repur-
chased to the Company on the basis of the authorization to repurchase own shares shall be at the maximum 1,400,000 shares.
The maximum number of new shares that may be subscribed and own shares held by the Company that may be conveyed by virtue
of the special rights granted by the Company is 5,000,000 shares in total which number shall be included in the above maximum
numbers of new shares and own shares held by the Company. On the basis of authorization granted by the Annual General Meeting
of Shareholders of Teleste on 7 April 2009, the Board of Directors of Teleste decided on a share issue against payment directed

to Teleste Management to be formed. In the share issue, a total of 381,000 new shares in Teleste was offered for subscription by
Teleste Management, in derogation from the shareholders’ pre-emptive subscription rights.

At the end of December 2010, the number of own shares in the Group possession stood at 760,985.

The annual general meeting of Teleste Oyj held on 7 April 2009 authorised the Board to acquire the maximum of 900,000 of the
company’s own shares and to convey the maximum of 1,744,721 company’s own shares. The AGM also authorised the company

Board to issue 10,000,000 new shares. Pursuant to the special rights provided by the company, the maximum number of significant

shares is 5,000,000; these special rights are included in the authorisation to issue 10,000,000 new shares.

On 10 June 2009, the number of company’s own shares conveyed by authorisation granted by the Annual General Meeting of 2009
for the additional purchase price of DINH Telecom acquired on 2 April 2007 was 464,736, making 2.61% of the share capital. In the
review period 78,530 (421,470) shares were purchased. At the end of December, the number of own shares in the Group possession
stood at 379,985. The minority share from acquisitions in Germany is not calculated due to the fact that equity is negative.

Shares subscribed for pursuant to the share option plans will entitle to dividend when the increase of the share capital is registered
with the Finnish trade register. Voting and other shareholder rights will commence on the date on which the increase of the share
capital is registered with the Finnish trade register.

Translation reserve
The translation reserve comprises all foreign exchange differences arising from the translation of the financial statements of foreign
subsidiaries.

Dividends

After the balance sheet date the dividend of EUR 0.12 per share (2009 EUR 0.08 per share) was proposed by the Board of Directors.

Share ownership
requirement (for
the management)
Performance
criteria (order
intake, EBIT,
ROCE and EPS)

* Share subscription price is the trade volume weighted average quotation of the Teleste share on the Helsinki Exchanges
during and April 2005 for the stock options 2004B, respectively. Share subscription price for stock options 2007 is the
volume weighted average price plus 10% of Teleste share in NASDAQ OMX Helsinki Ltd during April 2007, April 2008 and
April 2009 for the stock options 2007A, 2007B and 2007C, respectively.

** Share subscription price at the expiration if the stock options expired during the period.



58

Notes to the Consolidated Income Statement and Balance Sheet

Changes during the period 2010

1.1.2010
Outstanding at the beginning
of the period

Changes during the period

Granted

Forfeited

Exercised

Expired

Weighted average share price, euros ***

31.12.2010
Outstanding at the end of the period
Exercisable at the end of the period

*** weighted average price for Teleste share during the time that particular option could have been exerciced.

Stock Options 2004

20048

253 900

0

0

0
253900
4.32

Weighted
average
exercise

price in
euros

5.75

5.67

Stock Options 2007

2007A

239000

15000

4.56

224 000
0

20078B

263 000

240 000
0

2007C

268 000

O O O o

268 000
0

Weighted
average
exercise

price in
euros

7.32

8.77

7.16

Weighted

average
remaining
life, years

2.39

Notes to the Consolidated Income Statement and Balance Sheet

Changes during the period 2009

1.1.2009
Outstanding at the beginning of the period

Changes during the period

Granted

Forfeited

Exercised

Expired

Weighted average share price, euros ***

31.12.2009
Outstanding at the end of the period
Exercisable at the end of the period

Stock Options 2004

2004B

253 900

O O o o

3.63

253 900
253 900

Weighted
average
exercise

price in
euros

5.57

5.14

5.75
5.75

Stock Options 2007

2007A 20078

251000 275000
0 0

12 000 12 000
0 0

0 0
239000 263000
0 0

2007C

268 000
0
0
0

268 000
0

Weighted
average
exercise

price in
euros

9.44

3.57
9.46

7.32

Weighted

average
remaining
life, years

2.62

*** weighted average price for Teleste share between 1 January and 30 April 2009 for stock options 2004A and between 1 January
and 31 December 2009 for stock options 2004B, respectively.

The fair value of options have been determined at grant date and the fair value is expensed until vesting. The fair value of stock
options have been determined by using Black-Scholes valuation model. No new options were granted during the period 2010.
The effect of all options on the Group’s earnings during the period was EUR 0.244 million. The pricing of the options granted
during the period was determined by the following inputs:

Options Granted in

2009
Share price, euros 4.21
Exercise price, euros 3.57
Expected volatility, %* 43
Maturity, years 4.6
Risk-free rate, % 2.5
Expected dividends, euros 0
Valuation model BS
Expected forfeitures, % 10
Fair value, euros 454 791

Granted in
2008

3.50
6.70

32

45

3.9

0

BS

14
101816

* Expected volatility was determined by calculating the historical
volatility of the Group’s share using monthly observations over

corresponding maturity.

59



60

Notes to the Consolidated Income Statement and Balance Sheet

1 000 euros
18 INTEREST-BEARING LIABILITIES

Non-current
Loans from financial institutions
Finance lease liabilities

Total

Current
Loans from financial institutions
Finance lease liabilities, current portion
Total

Interest-bearing loans from financial institutions are carried at amortised cost and finance lease
liabilities are carried at fair value.

The currency mix of the Group long-term interest-bearing liabilities was as follows:

1 000 euros
EUR

Group long-term interest-bearing liabilities - interest rates are as follows:
Bank loans
Finance lease liabilities

The currency mix of the Group short-term interest-bearing liabilities:

EUR

Group short-term interest-bearing liabilities - interest rates are as follows:
Bank loans
Finance lease liabilities

Finance lease liabilities of the Group are payable as follows:
Minimum lease payments

Less than one year
Between one and five years

Total
Present value of minimum lease payments

Less than one year
Between one and five years

Total

Future finance charges
Total finance lease liabilities

2010

11515
332

11 847

15629
614

16 243

31.12.2010
11847
11847

1.2%
3.9%

100%
100%

1.8%
3.9%

645
340

985

614
332

946

39
985

2009

11500
737
12 237

9 908
627

10535

31.12.2009
12 237
12 237

2.6%
4.3%

100%
100%

2.0%
4.3%

678
792

1470

627
737

1364

106
1470
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1 000 euros Warranties Total

19 PROVISIONS

Balance at 1.1.2010 1539 1539
Provisions made during the year 431 431
Balance at 31.12.2010 1970 1970

2010
Non-current 657
Current 1313
Total 1970
Warranties

The Group grants 12-36 months guarantees for its certain products. If defects are detected during the warranty period, the Group
either repairs the product or delivers a comparable new product. The amount of the warranty provision is based on the past experi-
ence on defective products and an estimate of related expenses.

1 000 euros 2010 2009

20 TRADE AND OTHER CURRENT LIABILITIES

Current
Trade payables 11 048 9 493
Personnel, social security and pensions 5465 5493
Accrued interest expenses and other financial items 78 51
Other accrued expenses and deferred income 8717 6 664
Advances 748 2937
Other liabilities 4105 7 734

Total 30161 32372

Non current
Other liabilties 3865 6 461
21 INCOME TAX PAYABLE FOR THE PERIOD

At the end of the period there was income tax payable EUR 1,240 thousand on the profit for the period (31 December 2009 there
was no tax payable).
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Financial Risk Management

The objective of the Group’s financial risk management is to identify, evaluate and hedge financial risks to reduce the impacts of price
fluctuations in financial markets and of other factors on earnings, balance sheet and cash flows as well as to guarantee cost-efficient
funding for the Group at all times.

The Board has approved financial risk management guidelines and the allocation of responsibilities defined in the Group risk manage-
ment policy and related operating policies covering specific areas. The Board oversees the Group’s risk management framework. The
Group’s administration is responsible for the coordination and control of the Group’s total financial risk position and external hedging
transactions with banks in the name of the parent company. Teleste is risk averse in its treasury activities. The identification of the
exposure is a common task of the business units and the Group administration.

The hedge accounting principles as defined in IAS 39 are applied in Teleste only for hedging the interest risk for specific long term
loans. Financial risks comprise market, credit, liquidity and cash flow interest rate risk, which are discussed more in detail below. The
Group’s exposure to price risk is low.

Market risk

Market risk includes three types of risk: currency risk, price risk and fair value interest rate risk. Fluctuations of foreign exchange
rates, market prices or market interest rates may cause a change in the value of a financial instrument. These changes may have an
effect on the consolidated earnings, balance sheet and cash flows.

Currency risk

Transaction risk

The Group's currency position is divided into the transaction position and net investments in foreign operations. Foreign exchange
exposures of the Group’s units arise from receivables and accounts payables denominated in foreign currency, sales and purchase
contracts and from forecast sales and purchases. Major part of the Group's sales is in Euro. The most significant non-euro sales cur-
rencies are US dollar (accounts for 4 per cent of the net sales), Swedish and Norwegian crowns (9 per cent) and UK pound sterling
(5 per cent). Significant part of expenses, 80 per cent, arise in euro and in US dollar almost 12 per cent. The hedging decisions are
based on the expected net cash flow for the following six months.

Assets and liabilities in foreign currency translated at closing rate:

2010 2009
usb SEK NOK GBP usDb SEK NOK GBP
Current assets 770 1596 1450 1275 1040 1 232 1478 3333
Current liabilities 1389 894 367 228 1401 931 1782 463
Cash flow hedges at 31.12.2010:
Currency position
Currency Exposure Hedge Net Hedge Hedge
instrument
usb 1089 1149 60 Forward 105%
exchange
contract
SEK 866 759 107 Forward 88%
exchange
contract
NOK 2025 1487 538 Forward 73%
exchange
contract
GBP 1776 753 1024 Forward 42%
exchange
contract
Cash flow hedges at 31.12.2009:
Currency position
Currency Exposure Hedge Net Hedge Hedge
instrument
usD 1 066 938 128 Forward 88 %
exchange
contract
SEK 1531 1502 29 Forward 98 %
exchange
contract
NOK 1883 1566 317 Forward 83 %
exchange
contract
GBP 3383 3019 364 Forward 89 %
exchange

contract
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In principle Teleste hedges forecast and probable cash flows. The Group only uses forward exchange agreements. According to the
Group’s currency risk management policy all material currency risks are hedged at least six months ahead and the Group’s transaction
position shall at all times be hedged 80-100% by currency. The level of hedges is monitored on a monthly basis. Currency risk is also
managed through, among others, operational planning, pricing and offer terms. Reprising interval varies between 3 and 24 months.

At the year-end 2010 the fair value of currency derivatives amounted to EUR 8.3 million (31. December 2009: EUR 8.0 million).

Translation risk

Since the Group’s currency risk exposure regarding net investments in foreign operations is relatively low, the equity position, i.e.
differences in the calculatory euro values of these amounts (translation risk) is not actively hedged. At 31 December 2010 the total
non-euro-denominated equity of the Group’s foreign subsidiaries amounted to EUR 3.0 million (31 December 2009: EUR 4.3 million).

Sensitivity to market risk

2010 2009

Profit or Profit or

Sensitivity to market risks arising from financial instruments as required by IFRS 7 Loss Loss
+-10% change in EUR/USD exchange rate +-6 +13
+-10% change in EUR/SEK exchange rate +-11 +-3
+-10% change in EUR/NOK exchange rate +-54 +-32
+-10% change in EUR/GBP exchange rate +-102 +-36

Fair value interest rate risk and cash flow interest rate risk

Teleste’s interest rate risk mainly comprises cash flow interest rate risk that arises from the interest-bearing liabilities. The Group
can have floating or fixed interest loans and use interest swap contracts to achieve financial objectives. At the end of the reporting
period EUR 15,144 thousand have short-term interest as a reference rate. The interest period is of less than one year. During 2009
the group withdrew a 3-year loan of EUR 11,500 million to finance the acquisitions in Germany. For this loan which is hedged by a
3 years interest swap contract, 2.6%, hedge accounting is applied. The change in the fair value of this hedging instrument, EUR -70
thousand, is recognised in equity. The fair value of the interest swap contract is EUR -256 thousand. All Group loans are denomina-
ted in euro. In 2010, the average interest rate of the loan portfolio was 1.8% per cent. All finance lease agreements are fixed-rate.

The Group does not hedge the risk position resulting from the fair value interest rate risk as the position is small. The average balan-
ces of the variable rate loans realized during the period have been used in calculating the sensitivity analysis required by IFRS 7. At
the closing date 31 December 2010, the effect on variable rate interest-bearing liabilities on profit before taxes would have been
EUR +-150 thousand had the interest rate increased or decreased by 1 percentage point.

Period in which repricing occurs Within Within Over Total
1 year 1 year- 5 years
5 years

Financial instruments with floating interest rate
Financial liabilities
Loans from financial institutions 15144 15 144

Financial instruments with fixed interest rate
Financial liabilities
Loans from financial institutions 11 500 11 500

Credit risk

The Group’s accounts receivables are dispersed to a number of customers worldwide. Thus the primary responsibility for commercial
credit risks lies with the Group’s geographical areas. Commercial credit risks are managed in accordance with the Group’s credit policy
and are reduced for example with collaterals. Credit risks are approved and monitored by the Group management team.

The credit risk related to financial instruments, i.e. counterparty risk is managed in the Group administration. Counterparty risk
realises if @ counterparty is unable to meet its obligations. In order to minimise counterparty risks, Teleste seeks to limit the coun-
terparties, such as banks and other financial institutions, to those which have good credit rating. Liquid funds are invested in liquid
instruments with low credit risk, e.g. in short-term bank deposits and commercial papers.
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All receivables are without collaterals. There are no significant concentrations of risk with respect to the receivables of the Group.
Impairment losses on trade receivables are shown in note 5 Other operating expenses.

2010 2009
Analysis of trade receivables by age Gross Impairment Net Gross Impairment Net
loss loss
Undue trade receivables 21155 21155 16 551 16 551
1-30 days 4 330 4 330 3704 3704
31-60 days 1412 1412 807 807
Over 60 days 3109 -1923 1186 2 468 -1386 1082
Total 30 005 28 082 23530 22144
The maximum exposure to credit risk at the reporting date was: 2010 2009
Loans and receivables 32756 26 884
Available for sale financial assets 713 713

Liquidity risk

Liquidity risk is monitored through Group’s cash flow forecasts. The Group seeks to reduce liquidity risk through sufficient cash
reserves and credit facility arrangements as well as with balanced maturity profile of loans. Efficient cash and liquidity management
also reduces liquidity risk. At the year-end 2010 the Group’s cash reserves totaled EUR 15.2 million and its interest-bearing net
debt EUR 28.1 million. The Group administration raises the Group’s interest-bearing debt centrally. At 31 December 2010 Teleste
had committed and available credit facilities as well as other agreed and undrawn loans amounting to EUR 40 million. Group’s loan
agreements and committed loan facilities include profitability and cash flow covenants.

The recognition and measurement principles applied to derivatives are described in the accounting principles for the consolidated

financial statements. The nominal and fair values of derivatives at the balance sheet date are presented in the note Commitments
and contingencies to the consolidated financial statements.

As of 31 December 2010, the contractual maturity of interest-bearing liabilities was as follows:

2011 2012 2013 2014 2015

Loans from financial institutions 15433 138 11501
Trade payables 11 048
Finance lease liabilities 645 170 161 10
Forward exchange contracts

Outflow -8 283

Inflow 7 990
Other 78

As of 31 December 2009, the contractual maturity of interest-bearing liabilities was as follows:

2010 2011 2012 2013 2014
Loans from financial institutions 10 941 301 301 11 502
Trade payables 9493
Finance lease liabilities 678 461 164 157 10
Forward exchange contracts
Outflow -8 043
Inflow 7 802

Other 51

Capital risk management 65

The Group's objective when managing capital is to secure the continuity of the business and to make investments possible with
optimal capital structure. The capital structure of the Group is reviewed by the Board of Directors on a regular basis.

The Group monitors its capital on the basis of leverage ratio, the ratio of interest-bearing net debt to interest-bearing net debt, plus
total equity. Interest-bearing net debt is calculated as borrowings less cash and cash equivalents. The Group’s objective to maintain
the leverage less than 50%.

The leverage ratio as of 31 December 2010 and 2009 was as follows:

2010 2009
Total borrowings 28 090 22772
Cash and cash equivalents 15 203 12518
Interest-bearing net debt 12 887 10 254
Total equity 50 402 46 669
Interest-bearing net debt and total equity 63 289 56 923
Leverage ratio 20.4% 18.0%

22 FAIR VALUES OF FINANCIAL ASSETS AND LIABILITIES

All other financial assets and liabilities are measured at their fair values in the consolidated balance sheet except for the long-term
bank loan, which is measured at amortised cost.

Derivative instruments

Teleste uses forward exchage contracts to hedge its balance sheet items against transaction risk. The changes in the fair values of
forward exchage contracts designated as hedging instruments are fully recognised through profit and loss. The fair value changes
of forward exchange contracts amounted to EUR -293 thousand in 2010 (2009: EUR -228 thousand) and they are recognised as
adjustements to sales. Long term bank loans are hedged by a interest swap contract. For this interest swap contract Teleste apply
hedge accounting. The fair value changes of interest swap contracts amounted to EUR -256 thousand of which EUR -70 thousand
is entered in the total comprehensive income. The currency exchange contracts and interest swap contracts are in level 2.

Available-for-sal