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Who we are

AG NFON, headquartered in Munich, is a European provider of infegrated business communications

from the cloud. The listed company (Frankfurt Stock Exchange, Prime Standard), with over 3,000
partners in 15 European countries and seven branches, counts more than 50,000 companies. With
its core product Cloudya, the smart cloud communication platform, NFON offers voice calls, easy
video conferences and smooth integration of CRM and collaboration tools for small and medium-
sized enterprises. The NFON portfolio consists of four areas: business communication with Cloudya,
customer confact, integration and enablement. All NFON cloud services are operated in certified
computer centres in Germany, with all energy coming from renewable sources. NFON accompanies
companies with intuitive communication solufions info the future of business communication.
corporate.nfon.com/en

Table of key figures

in EUR million 2022 2021l Change

Totalrevenue 75.9
Non-recurring revenue - _
Non-recurring revenue as a share of total revenue (%) m 105
ARPU blended? (in EUR) - 984 _
— se7.067
Adusiod EBTOAY —

1 Unless otherwise stated, all values in the consolidated financial statements and the related notes are rounded.
Therefore, rounding differences may occur in the tables.

Recurring revenue

Share of recurring revenues in total revenue (%)

2 Based on an average number of seats per month every year.

3 Explanations of the adjustments can be found in Results of operations section: Personnel expenses and other operating
expenses.
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Dear shareholders and readers!

When we look back at 2022, we can see that our business model has con-
tinued to mature and that the NFON Group has successfully positioned itself
as a provider of infegrated business communications. In addition to cloud
telephony and the integration of CRM solutions, we now also offer a full-
fledged UC suite with Cloudya Meet & Share. In addition, we have entered
the high-growth CCaaS market with Contact Center Hub, an omni-channel
product available across Europe. And thanks to our investments in growthin
terms of personnel, product development and rebranding, the foundation
has been laid to establish NFON as a leading player in the European market.
The resilience of our business model is reflected in NFON's entrepreneurial
developmentinthe past financial year: Despite general economic uncertain-
ties and a noticeable reluctance on the part of companies to invest, we suc-
ceeded inincreasing our revenue in 2022 and steadily increased the number
of extensions installed with customers.

Recurring revenue, the solid growth basis of our business model, increased
by 8.3% to EUR 73.6 million in the reporting period. With total revenue of
EUR 80.8 million, this represents a further increase in the share of recurring
revenue to 91.1%. At the same time, we managed to increase the number of
extensions (seats) installed on our customers' sites by 8.0% to 634,288. Aver-
age revenue per user (blended ARPU) remained af the pre-pandemic level
of EUR 9.72. Due to the high investments in growth in the first half of 2022,

earnings before interest, taxes, depreciation and amortisation (EBITDA)
amounted to EUR -5.3 million in the reporting period (2021: EUR -2.0 million).
After adjustments of EUR 4.3 million, the result is an EBITDA of EUR -1.0 million
(2021: EUR -1.3 million).

We beganimplementing measures aimed atimproving our profitability inthe
second half of financial year 2022. These will already have a positive impact
on operating profitin the current financial year 2023. Based on an extensive
customer base, a solid partner network, and a diversified product portfolio,
our goalis to achieve profitable monetization of the investments made to date
from 2023 on. We have accordingly adjusted the mostimportant performance
indicators for 2023. The growth rate of recurring revenue and the share of
non-recurring revenue in fotal revenue remain unchanged, while adjusted
EBITDA will replace growth inthe number of extensions as the most important
performance indicator from 2023 on.

For 2023, we are looking to achieve growth in recurring revenue in the mid to
upper single-digit percentage range, a share of recurring revenue in total
revenue of more than 88%, and adjusted EBITDA of more than EUR 4 million.

We are convinced of the long-term positive development of the NFON Group
as a provider of integrated business communications. With a clearly defined
product roadmap, a focus on high-growth markets and a stable base of
partners and customers, we have established all the prerequisites fo achieve
our goal of becoming a leading player in Europe together with you.

Your Management Board,

Dr. Klaus von Rottkay Jan-Peter Koopmann
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REPORT OF THE SUPERVISORY BOARD

FOR FINANCIAL YEAR 2022

NFON AG ANNUAL REPORT 2022

In the past fiscal year, the Supervisory Board of NFON AG (hereinafter also
referred to as the “company”) performed the duties incumbent upon it in
accordance with the law, the Articles of Association and the Rules of Proce-
dure and intensively accompanied the management of the business by the
Management Board in fulfilment of its advisory and supervisory function. The
Supervisory Board was directly involved in all decisions of fundamental im-
portance to the company. The Management Board informed the Supervisory
Board in writing and verbally about the business situation and development,
the current earnings situation, the risk situation, risk management, short and
long-term planning as well as investments and organisational measures.
The Chairman of the Supervisory Board was in close contact with the Man-
agement Board at all fimes and was kept regularly informed about the
development of the business situation and important business transactions.

The Supervisory Board voted on the decisions or measures of the Manage-
ment Board that require approval according to the law, the Articles of Asso-
ciation or the Rules of Procedure of the Management Board, as well as on
other decisions of fundamental importance, after careful examination and
consultation. The resolutions were predominantly based on the reports and
resolution proposals of the Management Board, which the Supervisory Board
had examined in detail. The Management Board and the Supervisory Board
worked fogether constructively in 2022 and in this way continued the com-
pany'’s confinuous growth course.

Composition and changes in the Supervisory Board

In 2022, the Supervisory Board consisted of the following persons throughout
the year:

* Rainer Koppitz (Chairman of the Supervisory Board), Chairman of the
Management Board of KATEK SE Group, Munich

* Gunter Muller (Vice Chairman of the Supervisory Board), Managing
Director of Milestone Venture Capital GmbH and Executive Chairman of
ASC Technologies AG, Hésbach

* DrRupert Doehner (Member of the Supervisory Board), Lawyer, Munich

* Florian Schuhbauer (Member of the Supervisory Board and Chairman of
the Audit Committee), Founding Partner &Managing Director of Active
Ownership Advisors GmbH, Frankfurt/Main, as well as Active Ownership
Capital S.a.rl. and Active Ownership Corporation S.a.r.l., both Greven-
macher, Luxembourg

Meetings of the Supervisory Board and focal points
of consultation

In fiscal 2022, the Supervisory Board held five ordinary meetings and met for
three extraordinary meetings. All members of the Supervisory Board partic-
ipated in all meetings. All meetings were held as a video conference. In
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addition, it passed six resolutions by circulation. At the ordinary meetings on
1November and 8 December 2022, the Supervisory Board also met in closed
session for a period of time. The Supervisory Board also discussed urgent
and importantissues in closed session in numerous informal telephone calls
and telephone conferences between the meetings.

The main focus of the Supervisory Board's meetings in fiscal 2022 was on the
following fopics:

» Consultation on the strategy consultant’s work and findings

» Adoption or approval of the audited annual financial statements and
the combined management report of the company and the Group for
fiscal 2021

* Monitoring of the liquidity situation.

* Preparation of the Annual General Meeting held on 24 August 2022

* Report on the risk situation and on risk and compliance management as
well as resolutions and the Declaration on the GCGC

» Discussion of the status of Internal Audit and the internal control system

» Variable remuneration for the members of the Management Board in 2021

» Discussion of the NFON Group's product roadmaip and strategy

» Discussion and review of the 2023-2027 budget of the NFON Group

» Consultation on a disputed amount claimed by a supplier

» Consultation on the status of two strategic partnerships and M&A op-
portunities

» Consultation on the effects of the situation in the capital, financial and
sales markets on NFON's business situation, particularly the definition
of key points for a business policy more closely focused on EBIT and
cash flow

The Management Board informed the Supervisory Board regularly of the
asset, financial and earnings positions of NFON AG and its subsidiaries and
associated companies.

The Supervisory Board reviewed and approved the budget planning for fis-
cal 2023 prepared by the Management Board. It advised on and reviewed
the strategic orientation of the company and the Group on the basis of
medium- and long-term company planning. The Supervisory Board ana-
lysed and reviewed the information received from the Management Board
in detail. It paid particular attention to corporate governance, especially the
internal control system, Internal Audlit, the risk situation and risk management.

In the circular resolutions, the Supervisory Board predominantly gave its
approval to fransactions which, although not of strategic importance, require
approval according to the rules of procedure of the Management Board and
are at the same time time-critical.

Annual and consolidated financial statements and
Group management report

The Annual General Meeting of the company on 24 August 2022 appointed
KPMG AG Wirtschaftsprifungsgesellschaft, Munich (hereinafter "KPMG"),
auditor of NFON AG for fiscal 2022. The Supervisory Board subsequently com-
missioned KPMG with the audit of the annual and consolidated financial
statements of the company for fiscal 2022.

The Management Board has prepared the annual financial statements in
accordance with the provisions of commercial and stock corporation law on
accounting and the consolidated financial statements in accordance with
section 315a (3) of the German Commercial Code (HGB) in accordance with
the version of the International Financial Reporting Standards (IFRS) released
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by the EU and supplementary provisions of commercial and stock corpora-
tion law. KPMG audited the annual financial statements and the consolidat-
ed financial statements, including the related combined Group management
report, together with the underlying accounting records of the company. The
audit was conducted in accordance with the provisions of the German Com-
mercial Code and the generally accepted standards for the audit of financial
statements promulgated by the Institut der Wirtschaftsprufer (IDW). The au-
ditor’s examination and the examination by the Supervisory Board did not
lead to any reservations or objections. The auditor issued the audit certificates
required by law without qualification.

First the Audit Committee and then all members of the Supervisory Board
received the special documentation relevant fo the financial statements, in
particular the annual inancial statement and consolidated financial statement
documents, the combined Group management report and the associated
audit reports from KPMG in good time before the Supervisory Board's balance
sheet meeting on 25 April 2023. The Audit Committee of the Supervisory Board
dealt in detail with the aforementioned documents in preparation for this
meeting. At the balance sheet meeting, the annual financial statements, the
consolidated financial statements and the combined Group management
report were discussed in detail with the Management Board. The Audit Com-
mittee and the Supervisory Board independently examined the annual finan-
cial statements prepared by the Management Board as well as the consoli-
dated financial statements and the combined Group management report for
its legality, correctness, expediency and economic efficiency. The two respon-
sible auditors from KPMG also attended the meetings of the Audit Committee
and the Supervisory Board on 11 April 2023. They reported on the audit, com-
mented on the focal points of the audit and were available to the Audit Com-
mittee fo answer additional questions and provide information.

One focus of the Audit Committee was the internal control system (ICS) which
is an integral component of the company-wide control and risk manage-
ment system, including the compliance management system (CMS). The

objective of the ICS is fo implement controls to provide reasonable assurance
for the company-wide processes, e.g. that the financial statements and the
combined management report will be prepared in accordance with the
applicable regulations.

NFON AG's internal control system and risk management system also cover
sustainability-related objectives. This includes processes and systems for the
collection, processing and external reporting of sustainability-related data.
The ICS and RMS including the CMS entail regular monitoring with the objec-
tive of remedying identified weaknesses. On the basis of such findings, the
Audit Committee monitors particularly the ongoing improvement of the ICS
and RMS including the CMS. Except for these weaknesses, the Audit Commit-
tee currently sees no indications that the risk management, internal control
and compliance systems of NFON AG are not appropriate or effective.

After detailed examination of the annual financial statements and the con-
solidated financial statements as well as the combined Group management
report and Remuneration Report for fiscal 2022, the Supervisory Board raised
no objectionsto this. The Supervisory Board concurred with the audit indings
of KPMG and approved the annual financial statements, the consolidated
financial statements and the Remuneration Report of NFON AG. The annual
financial statements of NFON AG are thus adopted.

The Supervisory Board thanks the members of the Management Board and
allemployees for their great commitment and their performance in fiscal 2022
despite the global economic hardships and upheavals.

Munich, April 2023

For the Supervisory Board

Rainer Koppitz
Chairman of the Supervisory Board
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THE NFON SHARE

' For more information
on this fopic see
corporate.nfon.com @
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The NFON Share in 2022 —
Communicating change transparently

Providing for visibility through regular dialogue

with shareholders

Despite the general uncertainty on the markets, we managed to successful-
ly complete our strategic positioning as a provider of integrated business
communications in 2022. The investment measures implemented thus far are
having an effect, therefore we plan to continue growing while focusing
clearly on profitability. This is news that has been received positively by our
shareholders.

With the listing of the NFON share in the Prime Standard of the Frankfurt Stock
Exchange, we have committed ourselves to the segment with the highest
transparency requirements in Germany. We therefore place greatimportance
onatransparent and consistent dialogue. We provided detailed information
on our sharpened strategy at our second virtual Capital Market Day. Togeth-
er with the Investor Relations department, the C-Level reported on key mile-
stonesin the further development of NFON AG, such as the launch of Cloudya
Meet & Share, the intensification of our activities in Eastern Europe, including
the opening of the branch office in Warsaw, and the strategic partnerships
with Meetecho and Daktela.

In addition to the quarterly announcements, half-yearly financial and annu-
alreports, quarterly web conferences for investors and analysts on the figures

and press releases, NFON also presented itself at investor conferences and
was available for discussions with investors and analysts.

Allimportant information from the Group Financial Report to Corporate News,
mandatory announcements to the share price and shareholder structure can
always be found on the Company’s own homepage in the Investor Relations
section: NFON Corporate Website ©]

Please do not hesitate to contact the Investor Relations team at NFON AG by
e-mail or telephone if you have any further questions.

Annual General Meeting

The Annual General Meeting of NFON AG was held virtually once again on
24 August 2022. A total of 82.26% of the share capital was represented at the
Annual General Meeting. The Management Board and Supervisory Board
reported in detail on financial year 2021 and developments in 2022.

All items on the agenda were approved by the shareholders. As in previous
years, KPMG AG Wirtschaftsprifungsgesellschaft was confirmed as auditor
and Group auditor for financial year 2022.

All documents pertaining to the Annual General Meetings, including the Man-
agement Board speeches and presentation, can also be found in the Inves-
tor Relations section of the NFON website.

Share performance

The NFON share started off the year 2022 at a price of EUR 16.60 and already
reached its high of EUR 17.60 on 14 January 2022. In the months that followed,
the share price declined overall and reached its low of EUR 4.95 for the year
on 26 October 2022. Afterwards, a slight recovery fo EUR 6.22 was recorded
by the end of the year. This price was also the closing price on 31 December
2022 and represents d loss of approx. 60% for the year.
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Share chart

Trading volume

The trading volume of the NFON share on the XETRA platform averaged 3,472
shares traded per day over the course of 2022, with average trading turno-
ver of EUR 39,119.47 per day. The trading turnover showed a brief increase,
particularly at the beginning of May, to a volume of more than EUR 1 million
atits peak. Inthe second half of the year, the trading volume was once again
significantly below the annual average for 2022.
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All analysts recommend the share as a buy

The share of NFON AG was constantly covered by four analysts in 2022.
Berenberg, Baader Bank, ODDO BHF and Hauck & Aufhduser appraised
NFON AG on a regular basis. All analysts have recommended the share as
abuy since the beginning of their coverage. The average target price in March
2023 was EUR 16. The detailed recommendations and price targets of alll
analysts can be found below in the subsection “Overview: NFON AG on the
Frankfurt Stock Exchange.” NFON AG's IR team maintains an open dialogue
with analysts, who report on the company and communicate their current
assessment to capital market participants in the form of an update or com-
mentary in the event that relevant events take place.

Shareholder structure (April 2023)

NFON regularly made use of the shareholder ID option last year. According
to the current shareholder ID in combination with the voting rights notifications
published, the shareholder structure for NFON AG is as follows: NFON wel-
comed Mitsubishi Corporation as anew Japanese investor to the sharehold-
er base in 2022, with a share of 3.0%. ASC Technologie, based in Germany,
alsoreported a share above 3.0% for the first ime. On the other hand, Stock-
holm-based Swedbank sold its entire shareholding of 3.18% in 2022. Based
on the voting rights notifications received from shareholders and in accord-
ance with the definition of Deutsche Bérse Group, the free float of the NFON
share is 40.3%.
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Shareholder structure

Master data of the NFON share

Shareholders Sharein % Country City
Milestone Venture Capital 321 % Germany -
AciveOwnershipFund
SICAV-FIS SCS 27.6 % Luxembourg Grevenmacher
Teslin Capital Management BV. 65%  Germany | Berlin
GanéBusinessPartnerFund 63%  Germany Frankfurt
"""""""""""""""""""""""""""""""""""""""""""""""" Wilmingfon,
Morgan Stanley 5.8 % USA Delaware
ASCTechnologies AG - 34%  Germany | Hosbach
Misubishi Corporation 31%  Japon  Chiyodaku
Briarwoods 28% USA  NewYork
Westek 26% USA  Atlanta

Overview: NFON AG on the Frankfurt Stock Exchange (Prime Standard)

Coverage
(Status in March 2023)

Berenberg Bank

EUR16.00
EUR16.00
EUR19.00
EUR16.00
EUR16.00

Initial listing (11 May 2018)*

Market capitalisation as of
30 Dec. 2022

1 alltrading data: XETRA

Baader Bank Buy
Hauck & Aufhduser Buy
ODDO BHF Buy
Average Buy

EUR13.00

EUR 6.22

EUR17.50

EUR 4.95

First day of trading

11 May 2018

No-par value registered shares
made out to the bearer

Regulated Market/
Prime Standard

Baader Bank, Berenberg Bank,
Hauck Aufhduser Lampe
Privatbank AG, ODDO BHF

OBOO

>
Z
(o
>
O
)
v
o

(=]




02

Combined
Group
Management
Report

NFON AG ANNUAL REPORT 2022

Content

Group profile

Economic report

Supplementary report

Risks and opportunities

Forecast

Takeover disclosures — Report of the Management Board on the
disclosures in accordance with sections 289a and 3160 HGB
Group corporate governance declaration

NFON AG (HGB)

12
22
41
41
49

51
54
54

OMHOO

02 | COMBINED GROUP MANAGEMENT REPORT

[y
=



NFON AG ANNUAL REPORT 2022

1. Group profile

1.1 Group business model

NFON AG (referred to as NFON), based in Munich, was founded in 2007 and
is a provider for integrated business communication in Europe. NFON has
more than 60,000 business customers in 16 European countries, and operates
as a telecommunications company through its own companies in Germany,
Austria, the UK, Spain, Italy, France and Portugal. NFON also has alarge net-
work of more than 3,000 partners for sales operations in other countries

The NFON Group generates most of its revenue with cloud-based telecom-
munications services for corporate customers. In addition, NFON is expanding
its product portfolio in the areas of unified communications and collaboration,
e.g. Meet& Share, Integration for Microsoft Teams, and business applications
(see section 1.2 "General market characteristics” for explanations of the terms
unified communications and collaboration and business applications).

NFON provides services in the following areas:

Business communication

Telephony, video calls, screen sharing, and the associated hardware com-
ponents

Integration

NFON's cloud telephony systemis infegrated info customers' existing systems,
business processes and workflows.

1 Unaudited information

Customer contact
Products to optimise customer contact

Enablement
NFON prepares companies for the cloud and makes sure they have the right
infrastructure at their disposal

NFON distinguishes between recurring and non-recurring revenue. Recurring
revenue includes monthly fees for all products and solutions as well as on-
going call charges and SDSL monthly fees. By contrast, non-recurring revenue
is one-time revenue from the sale of hardware, set-up fees for the cloud PBX
and other products, e.g. CC Hub, set-up fees for SDSL or cloud services.

Sales are conducted through five channels with a clear focus on sales via
dealer partners.
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Distribution channels

Direct sales > Contract with customer (no partner engagement)

Contract with customer (Dealer Partner gets a commission)

Contract with Distributor

Contract with wholesale partner with and without airtimes

Contract with distributor with
and without airtimes

NFON contract partner

Distributor Contract with
Dealer Partner
Wholesale Partner Contract with customers
Wholesale Contract with
Distributor Wholesale Partner

Dealer Partner
ntract with
Dealer Partner SIES
customers

Customers

celie e L Contract with customers
Partner

Direct sales: Direct sales primarily supports NFON's sales partners in sales
negotiations and assists with technically complex offerings (direct touch sup-
port). In selected cases, NFON's direct sales handles sales directly.

Dealer partners: The dealer has its own customer base and acquires new
customers to whomiit sells NFON products and solutions. The dealer provides
service for these customers. NFON delivers the contractually agreed per-
formance.

Distributors: Distributors have their own network of dealers and act as an
intermediary between the dealer and the manufacturer or service provider
by placing the respective product in their own dealer network. They typically
do not market NFON's services themselves.

Wholesale partners: NFON enters info sales agreements with wholesale
partners to accelerate the expansion of its customer base. Under these
agreements, NFON provides services on a white-label basis. In these cases,
the wholesale partners market NFON's services o end customers under their
own brands or co-branded under their own brands and the NFON brand.
There is no direct contractual relationship between the wholesale partners’
customers and NFON. Among the wholesale partners, a distinction is made
between partners that do and do not purchase voice minutes.

Wholesale distributors: Wholesale distributors have further wholesale
partners or their own network of wholesale partners through which NFON's
services are sold.
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1.2 General market situation

While the early 2000s saw a gradual evolution in communication towards
IP telephony, this accelerated considerably in the 2010s thanks to the intro-
duction of cloud PBX technology and the associated as-a-service availa-
bility of business telephony. Driven by the COVID-19 pandemic and the grow-
ing shift toward New Work, this sub-segment of business communication is
increasingly coalescing with other solution segments within companies:
People, machines, processes and services are becoming more and more
interconnected. Available and reliable information has become the most
important success factor. Fast access to all relevant information is essential
for key business decisions. In this respect, the markets for business applica-
tions, confact centre solutions and communication platforms have developed
in parallel with the markets for business telephony, collaboration and video
communication.

Market for integrated business communication emerges

The need to inferconnect people, machines, processes and services is now
increasingly resulting in companies’ need for integrated solutions. While col-
laboration and video communication were initially separate solutions with
separate markets, they and eventually also the market for business telephony
merged into the market for “unified communications and collaboration” (UCC).
At the same time, the markets for business applications, contact centre solu-
tions and communication platforms evolved and developed shared inter-
faces. The markets for UCC, business applications, contact centre solutions
and communication platforms therefore continue to coalesce into the inte-
grated business communication market.

Communication platforms as a service another part of the integrated
business communication market

The market for communication platforms as a service (CPaas) is also grad-
ually encroaching on the markets for UCC, business applications and contact
centre solutions and becoming part of the integrated business communica-
tion market. This is a cloud-based delivery model that enables companies
to use application programming interfaces (APIs) to augment business ap-
plications with real-time communication functions such as voice, video and
messaging. CPaasS is used firstly by organisations that want to embed com-
munication in their business applications and secondly by cloud providers
and developers that want to add communication functions to their applica-
tions and services.

Communication solutions are becoming increasingly integrated

These developments are making the range of communication solutions for
businesses increasingly infegrated and complex. There are solutions and
providers in every area of unified communications that can cover specialist
use cases. At the same time, the integration of all these solutions with other
processes and solutions from the field of contact centre solutions and busi-
ness applications within a company or its IT infrastructure adds considerable
value for businesses. As a result, the customer experience can be improved
enormously with well executed integration, and internal processes can be
automated and made much more efficient.

1.2.1 Specific market characteristics?

Market for unified communications and collaboration (UCC): Market for
video conferencing, chat functions, software for digital collaboration, and
business telephony

2 See https://www.uctoday.com/unified-communications/what-is-unified-communications/(30 March 2023)
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Unified communications and collaboration (UCC) services and products com-
bine various communication services. This is a response to the ever increas-
ing flexibility of and changes in working models and practices. With the aid
of diverse internal and external offerings, it is possible to cover a wide range
of means of communication with a single solution and thus improve the reach-
ability and productivity of employees.

Akey feature of UCC products is the option of synchronous forms of commu-
nication, where participants can interact in real fime and use various com-
munication channels (also synchronously). Unified communications (UC)
essentially comprises two aspects:

1. Communication independently of location, for instance using a single
telephone number that can be used for faxes, a fixed line or a mobile
phone at the same fime.

2. Users can start new display forms from ongoing communications. During
a video conference, for example, it is possible to communicate simulta-
neously with other participants via the chat function.

In addition to pure communication, itis also possible to collaborate in real fime.
Thisis associated with functionalities such as sharing screens, working fogeth-
er on one document from different locations or using virtual whiteboards.

Market for business telephony as part of UCC: Market for telephony systems
usedin abusiness context. Conventional on-premises telephony systems are
increasingly being replaced by cloud telephony systems.

Until the pandemic, the markets for business telephony and UCC were dis-
tinctly separate markets. Customers’ growing need for a single communica-
tion platform that enables video telephony, telephony and collaboration
means that the UCC market is merging with the market for business teleph-
ony and business telephony is seen as part of the UCC market. The market
for business telephony as part of UCC is divided into three main areas: the
market for conventional on-premises telephony systems (on-premises PBX),
private but no longer on-premises telephony systems (hosted PBX), and cloud
telephony systems.
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Diagram of the technological differences in business telephony in Europe: Market for business applications: Market for software products used in the
administration of businesses and organisations, such as enterprise resource
planning (ERP) systems.

European business telephony market

Applications are used fo support the administration of businesses. Applica-

OBOO

tions can be simple standard software, e.g. for word processing or address

management, application-based standard software, e.g. for accounting or

IP-based telephone systems

warehousing, or special individual software tailored to industry solutions.
Cloud PBX (pubilic)

Multi-instance/Multi-Tenant Single-instance/Multi-Tenant Market for contact centre solutions
1) @n) Contact centre as a service (CCaaS) is a software as a service (SaaS)-based

application that helps customer service companies to fully manage custom-

On-premise Hosted PBX
PBX (private)

On_premise Hosfed PBX A separate platform (instance] is Different users (fenants) only use er interactions across channels (multichannel or omnichannel). Specificall
PBX comprises enters the set up for each user (tenant). one platform (instance). - oP 4
the classic realm of contact centre as a service describes the combination of a cloud-based
on-site IP-based Service-Provider Service-Provider contact centre infrastructure and contact centre hosting to run and manage
telephone telephone . . . .
system systems that the contact centre infrastructure in a single location. Contact centre as a ser-
operated by | are still owned vice makes it possible to choose just one specific function or technology, which
the owner. (bY thf ;‘S:rf o o o o means lower costs for integration, IT and support. Companies can handle
private), bu 5 5 ) ) )
are no longer z-z % 1-; % these services themselves or outsource them to third parties. Some com-
located on the ‘g 8 ‘g 8 panies also use a combination of their own and a managed infrastructure in
user's own £ 2 £ e a hybrid model®.
premises and = 8 = 8
canbe & g e g
£ = < - . .
managed by a S = g < Market for communication platforms
. = ) = o
third party.

Instance n

Communication platforms as a service (CPaaS) is a cloud-based delivery
model that enables companies to use application programming interfaces
(APIs)to augment business applications with real-fime communication func-
tions such as voice, video and messaging. APIs can also be used to combine
various solutions directly from their respective providers or external partners
and thus continuously develop new, specific solutions. At first, the connection

3 Fortune Business Insight: Contact Center as a Service Market. Europe Industry Analysis, Insights and Forecast, 2020-2027, Report 2020
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of other software products is thus much easier. Then, third parties can also
use this interface fo integrate further applications.

1.2.2 Regulatory framework

Since the deregulation and harmonisation of German telecommunications
law (1989), the performance of telecommunications services and the opera-
tion of telecommunications networks have been subject to the Telekommu-
nikationsgesetz (TKG — German Telecommunications Act, original version
dated 25 July 1996, last new version dated 22 June 2004, last amendment
dated 19 June 2020) and certain supplementary provisions. NFON is therefore
also subject to the German Telecommunications Act. The body in charge of
regulating the German telecommunications market is the German Federal
Network Agency. Similar authorities, which include the European Commission,
likewise exist in other European countries. A licence from a regulating body
is not required to perform telecommunications services in the European Un-
ion. As a commercial provider of publicly accessible telecommunications

Group structure and locations

services, NFON must also notify the German Federal Network Agency of the
commencement of or any amendment and termination of business activities.
In addition, the TKG also contains reporting and information obligations with
regard fo security incidents with a significantimpact on network operation or
service provision, as well as in the event of a breach of the protection of per-
sonal data, which NFON complies with accordingly. Regulating bodies such
asthe German Federal Network Agency canimpose obligations on the com-
pany in relation to the performance of the service offered. As NFON collects,
stores and utilises datain conjunction with its ordinary business activities, the
company is also subject to the data protection laws and regulations of fed-
eral, state and international government authorities.

1.3 Organisation
1.3.1 Group structure and locations

The Group structure as at 31 December 2022 is shown by the following dia-
gram. The breakdown into segments reflects the individual, fully consolidat-
ed subsidiaries of the NFON Group.

NFON AG

Germany

respectively 100%

respectively 100% 24.9%

NFON NFON NFON
Developments Lda Italia S.r.l. France SAS

Portugal Italy France

NFON NFON

Polska Sp. z.0.0. Iberia SL GmbH UK Ltd.
Poland

NFON NFON Deutsche Telefon

Standard GmbH Meetecho S.r.l.

Austria United Kingdom

Germany Italy
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1.3.2 Management and control

The members of the Management Board of NFON AG work closely with the
other managers throughout the NFON Group. A four-member Supervisory
Board oversees the activities of and advises the Management Board.

1.4 Objectives and strategies

A dynamic market environment, a business area undergoing disruption, and
atechnology that already has a strong position in the newly emerging mar-
ket for integrated business communication: This is the position that NFON
intends to use for further growth.

In previous years, the focus — due to the enormous growth rates in the mar-
ket —was almost exclusively on rapidly increasing the seat base and entering
new markets. Due fo the changes in the market dynamicsin a generally cool-
ing economic environment, NFON changed direction in the second half of
2022 and is now aiming for profitable growth. Fundamentally, the three pillars
of the strategy, which are aimed at revenue growth, remain the same: prod-
uct growth, expansion of sales (channel), and partnerships and alliances. In
the interests of increasing profitability, measures have also been taken to
reduce the cost base and thus to increase profitability. In the course of refin-
ing the NFON growth strategy, sustainability is also coming to the fore as a
strategic component. Not least due to initiatives such as Directive (EU)
2022/2464 of the European Parliament and of the Council of 14 December
2022 as regards corporate sustainability reporting* or the Corporate Gover-
nance Code enacted on 27 June 2022, which particularly included revisions
in the area of sustainable corporate governance, and the realignment of
many companies in the technology sector, sustainability is a prerequisite for
successful business. On this basis, NFON therefore sees sustainability as an
integral element of the corporate strategy.

4 Regulation (EU) No 637/2014 and Directives 2004/109/EC, 2006/43/EC and 2013/34/EU

The NFON Group's growth strategy stands on three pillars: product growth,
development info a best-in-class channel organisation and growth accel-
eration through partnerships and alliances. These are described below:

1. Product growth

One of NFON's primary objectives is to continue improving its core offering
and to increase the number of customers. This development focuses on the
cloud PBX/voice andintegration capabilities of the communication platform.
The company wants fo concentrate on improving user experience (UX) and
expanding the functions for large businesses (enterprise PBX functions). NFON
thus wishes to enlarge the platform’s addressable market for the company.
In addition, NFON plans to extend and deepen the integration into other busi-
ness processes and systems such as CRM or ERP solutions. This approach
also enables a greater focus on specific sectors and areas of industry. NFON
is developing specific and integrated solutions for these sectors. Alongside
the offerings for the hotelindustry, in which NFON is already active, NFON will
also step up its activities in commerce and logistics, healthcare and the
public sector.

In additionto these deeper integrations info business processes, there is also
a particular focus on the integration into and of Microsoft Teams. Offerings
for the expansion of Teams into a full-scale telephony and communication
solution and the integration of the NFON platform intfo Microsoft Teams in
various versions enables broad coverage of the market requirements. With
strong growth expected for Microsoft Teams as a collaboration solution, a
leading position in this segment is a key building block for growth.

Besides the expansion of the capabilities and target groups of the core plat-
form, NFON also plans to further expand the contact centre as a service
(CCaaS) segment in order to further establish itself in this young market. An
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expansion of the existing infegrations towards open inferfaces (APIs) for the
deeper integration of additional applications and the use of NFON as a pro-
vider in third-party solutions lays the foundation for further medium- and
long-term growth.

2. Development into a best-in-class channel organisation

Indirect sales via partners and resellers (channel) is a crucial success factor,
especially in the European IT environment. For this reason, NFON continues
to direct its main focus towards establishing and developing an excellent
channel and outstanding channel infrastructure.

To achieve this, NFON rolled out the new international partner programme
NGAGE in 2022. With NGAGE, NFON hopes to become more attractive to new
partners. Allin all, the partner programme’s structure was made clearer and
more transparent for partners, so that every partner knows exactly what the
services and tools for partner development and the financial advantages
are. Partners can progress within three levels —silver, gold and platinum. Every
level contains defined targets and corresponding commission rates. NFON
has also developed anew partner management platform that is being con-
tinuously rolled out and expanded with additional features. This platform is
intended both to improve communication and to enable the efficient man-
agement of customer relationships. Moreover, more partners from the IT
segment are to be acquired in addition fo the telecommunications partners.

3. Growth through partnerships and alliances

In addition fo the independent development of products and the expansion
of the channel, NFON sees strong growth potential in strategic partnerships
inthree areas:

a. Technological partnerships: In a competitive and enormously innova-
tive environment, it makes little sense to develop every innovation inde-
pendently. Therefore, NFON is increasingly looking to partnerships with
other providers in order further increase capacity for innovation.

b. Sales and distribution partnerships: On the foundation of existing part-
nerships, such as with Telefénica Deutschland or Deutsche Telekom,
NFON wants to establish and expand additional partnerships and thus
continue to grow, especially in the enterprise and verticals sector and in
integrated business communication.

c. Alliances and strategic partnerships: NFON can secure technologies or
market positions via alliances and strategic partnerships, such as with
the Italion company Meetecho.

In addition fo these growth activities, NFON is sounding out the market for
M&A activities both as regards technology andin the interest of consolidation
in the communication solutions sector.

Alongside the three strategic pillars relating to revenue growth, NFON is
increasingly aiming for profitability. Relevant measures to increase profitabil-
ity were already taken in the second half of 2022. In 2023, there will also be
measures along these lines to improve processes and encourage employees
to take individual responsibility. In addition, the Management Board has
expressly committed to sustainable growth in two senses. The Management
Board has therefore set itself the strategic goal of meeting the needs of the
current generation without impairing future generations’ ability to meet their
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own needs. Details on the sustainability targets, measures and indicators
defined by the Management Board can be found in the non-financial state-
ment, which is published separately.

With a targeted expansion of the product portfolio, development towards o
leading channel position, selective strategic partnerships and a clear profita-
bility strategy, NFON believesiitis in a good position to become a leading pro-
vider for infegrated business communication in Europe in the next few years.

1.5 Management

1.6.1 Management systems

The Management Board of NFON AG has infroduced an internal manage-
ment system for the management of the Group, which is shown in the follow-
ing diagram (page 21).

1.5.2 Financial and non-financial performance indicators
In 2022, the NFON Group was managed using the following performance
indicators:

+ Seatfgrowth

* Recurring revenue and the relevant growth rate
» Recurring revenue as a share of total revenue

+ Totalrevenue

» Blended ARPU — hereinafter referred to as ARPU
» EBITDA (adjusted)

These performance indicators ensured that the company could analyse and
manage the measures that had been defined in order to achieve growth
targets, and that it could measure its success.

NFON also divides these indicators into two groups — the key performance
indicators and the performance indicators. In fiscal 2022, NFON AG defined
seat growth, the growth rate of recurring revenue and recurring revenue as
a share of total revenue as its key financial performance indicators.

Seat growth over a reporting period is the basis for recurring revenue and
belongs to the non-financial performance indicators.

The growth in recurring revenue generated from all seats and the success-
ful development in recurring revenue as a share of total revenue illustrate
the sustainability and stability of the NFON Group's business model. The
positive development of recurring revenue is crucial to the overall success
of the NFON Group.

NFON uses average revenue per user across all sales channels (ARPU) as a
further revenue-based financial performance indicator. Thisis calculated as
the recurring revenue for the period in question less the monthly fees with SIP
trunks for the period in question divided by the total number of seats (seat
base) for the period in question.

The Group uses adjusted earnings before interest, taxes, depreciation, am-
ortisation and impairment (adjusted EBITDA) to measure its operating per-
formance and the success of the individual business units. Adjusted EBITDA
is calculated by subtracting non-operating costs and one-time expenses
from EBITDA.
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Internal Management System of NFON AG

Supervisory Board

The Supervisory Board meets reg-
ularly and at least once a quarter
for Supervisory Board meetings
with and without the Manage-
ment Board. It monitors and
advises the Management Board.

Group-wide reporting

Monthly reporting to the Management

Board and Supervisory Board includes
the abridged economic report, including
the earnings and financial situation, and

quarterly including the asset situation.

C-Level-Team

The C-level team consist-

ing of the Management
Board, CFO and CMO
manage the business of
the NFON Group. They
report regularly to the
Supervisory Board.

Management Board

Management of financial

performance indicators

Total revenue, recurring and
non-recurring revenue and their share
in total revenue, ARPU (blended),
adjusted EBITDA

1 different meeting formats and compositions. Efficient and timely exchange

Budgeting and planning process

The budget process is started annually in the second hallf of the year.
Planning regularly covers the period of five years.

Process for continuous strategy development and implementation

Strategic measures, milestones, key performance indicators and implementation
are organised in C-level strategy meetings. The Executive Board and the
Supervisory Board are regularly informed about the implementation.

Meetings of C-level management, divisional management and staff units

C-level and 1st management level below the Management Board meet in

of information is essential.

The rules of procedure of
the Management Board
and the Supervisory Board
regulate the cooperation

Management of non-financial

performance indicatiors

Seatgrowth

and the fransactions re-

quiring approval. Control ESG performance indicators

In the areas of environmental concerns,
employee concerns, education and train-
ing, social concerns, compliance, respect

for human rights, product responsibility

The Board has appointed
a Chief Financial Officer

and a Chief Marketing
Officer as delegated
executives.

Risk management, internal control system and
compliance management system

The risk manager, together with the risk committee, monitors the implementation,
execution and compliance of risk management and meets at least once a year.
The internal control system (ICS) is an integral part of the company-wide control

and risk management system including the compliance management system
(CMS). The Supervisory Board of NFON AG monitors the appropriateness and
effectiveness of the ICS. The scope and design of the ICS are at the discretion and
responsibility of the Management Board in accordance with Section 91 (3) of the
German Stock Corporation Act (AktG).
A component of the ICS and RMS, including the CMS, is regular monitoring,
on the basis of which identified weaknesses are remedied.

Sustainability management

Under the leadership of the Sustainability Manager, the sustainability concepts

of the NFON Group are defined, reviewed and further developed. C-Level and
the Supervisory Board are regularly informed about the progress.
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In fiscal 2028, the classification of the performance indicators will be changed
to reflect the amendment of the growth strategy, wherelbby NFON's objective
from fiscal 2023 onwards will be profitable growth. From 2023, adjusted EBITDA
willbe deemed a key performance indicator, and seat growth willinstead be
reported only as a performance indicator, as the targeted profitable growth
will still relate to recurring revenue, but this will also be generated through
products beyond the basic fee for a seat.

1.6 Research and development

In fiscal 2022, research and development activities concentrated on the
ongoing expansion and improvement of cloud telephony with further UC
functionalities, the launch of the Contact Center Hub and new desktop apps
with better system integration and therefore further improvements in user
experience.

The Group incurred R&D expenses for product development excluding de-
velopment expenses for internally generated software in connection with the
newly infroduced BSS of EUR 10.3 million in the year under review (2021:
EUR 8.6 million). EUR 6.3 million (2021: EUR 4.2 million) of this was capitalised
under intangible assets both from employees and from external service pro-
viders. The capitalisation rate in the year under review is thus 51.5% (2021:
46.9%). Amortisation of EUR 2.1 million (2021: EUR 2.9 million) was recognised
on capitalised development projects in the reporting year. In addition, de-
velopment expenses for infernally generated software both from employees
and from external service providers amounting to EUR 2.0 million (2021:
EUR 2.6 million) were capitalised.

O 0 N oo

2. Economicreport

2.1 General economic conditions and

industry environment

2.1.1 General economic development in Europe, Germany and material
foreign markets

Overthe course of 2022, the eurozone economy initially proved robust despite
the impact of the Russia-Ukraine war. However, persistently high energy
prices, stubbornly high inflation and rising interest rates had a negative effect
on general economic development at the end of 2022.5 According to the Kiel
Institute for the World Economy (IfW), gross domestic product (GDP) in the
eurozone consequently grew by 3.6% in 2022 after growth of 5.3% in the
previous year.®

In Germany, NFON's domestic market, economic development was also sta-
ble overall despite the difficult general economic conditions. The Federal
Statistical Office puts the growth of the German economy in 2022 at 1.9% (2021:
2.6%).” Following the recovery from the effects of the pandemic, the economy
wass particularly underpinned by private consumer spending in the first three
quarters of 2022.8 However, the impact of the Russia-Ukraine war and asso-
ciated energy price increases resulted in stagnation of German economic
output as the year progressed.’

The ifo business climate index, an important indicator for the German econ-
omy, reached a high of 98.8 points in February 2022. This declined as the
year progressed, but grew slightly again to 88.6 points in December.!® This

https://www.ifw-kiel.de/fleadmin/Dateiverwaltung/IfW-Publications/-ifw/Konjunktur/Prognosetexte/deutsch/2022/KKB_94 _2022_Q3_Euroraum_DE.pdf (29 March 2023)
https://www.ifw-kiel.de/fleadmin/Dateiverwaltung/IfW-Publications/-ifw/Konjunktur/Prognosetexte/deutsch/2023/KKB_100_2023 _Q1_Euroraum.pdf (29 March 2023)
https://www.destatis.de/DE/Presse/Pressemitteilungen/2023/02/PD23_070_811.html (29 March 2023)
https://www.destatis.de/DE/Presse/Pressemitteilungen/2023/01/PD23 _037_811.html (29 March 2023)
https://www.destatis.de/DE/Presse/Pressemitteilungen/2023/02/PD23 _070_811.html (29 March 2023)

10 https://www.ifo.de/fakten/2023-01-25/ifo-geschaeftsklimaindex-gestiegen-januar-2023 (29 March 2023)
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development is primarily due to the effects of the global economic downturn
in conjunction with high inflation rates and price rises.t

NFON AG's largest foreign market is the UK. The UK economy continued to be
rocked by the ongoing effects of the pandemicin the past year.?? Nonetheless,
IfW experts are forecasting that the UK's GDP will have risen by a generally
significant 4.0% over 2022 as a whole (2021: 7.6%).%°

Another important foreign market for NFON AG is Austria. Until summer 2022,
the Austrian economy saw substantial growth as a result of the gradual re-
covery from the pandemic and increased goods exports. In the second hallf
of the year, however, the economy was negatively affected by the global
economic downturn and high inflation.** Accordingly, GDP growth in 2022
was 5.0% after 4.7% in the previous year.*®

The year-on-year economic downturn in the NFON Group's target markets
in 2022 was also reflected in NFON's operating performance in fiscal 2022.
For example, companies in the markets relevant to NFON were clearly reluc-
tant to invest, which resulted in longer sales cycles.

2.1.2 Significant sales markets and competitive position of the

NFON Group

NFON recalibrated its existing strategy with the new growth strategy released
in spring 2021. While the company previously saw itself as a provider of cloud
telephony systems and thus felt itself to be in the right place on the market for
cloudtelephony systems, its radius was enlarged to encompass the markets
for unified commmunications and collaboration, contact centres and business
applications. The strategy developed this focus, with the market dynamics
making it more necessary fo focus on the integration of the various commu-
nication channels.

Geographically, NFON continues fo see Europe as its core market. The grow-
ing acceptance of cloud products and services in Europe as well is acceler-
ating the digital transformation and thus the growth potential. It should be
noted that the penetration rate for cloud products and services still varies
considerably across all products and countries. NFON concentrates primary
on markets with low cloud penetration, since greater growth opportunities
and a sparser competitive environment are expected there.

11 https://www.ifo.de/publikationen/2022/aufsatz-zeitschrift/ifo-konjunkturprognose-herbst-2022-inflation-wuergt-privaten (17 January 2023)

12 NFON AG's largest foreign market is the UK. The UK economy continued to be rocked by the ongoing effects of the pandemic in the past year. Nonetheless,
IfW experts are forecasting that the UK's GDP will have risen by a generally significant 4.0% over 2022 as a whole (2021: 7.6%).

13 https://www.ifw-kiel.de/fileadmin/Dateiverwaltung/IfW-Publications/-ifw/Konjunktur/Prognosetexte/deutsch/2023/KKB_99_2023-01_Welt.pdf (29 March 2023)
14 https://www.wifo.ac.at/jart/pri3/wifo/resources/person_dokument/person_dokument.jart?publikationsid=70406&mime _type=application/pdf (29 March 2023)
15 https://www.ifw-kiel.de/fileadmin/Dateiverwaltung/IfW-Publications/-ifw/Konjunktur/Prognosetexte/deutsch/2022/KKB _97_2022-0Q4 _Welt.pdf (29 March 2023)
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Market for cloud telephony

The European market for telephony as a whole numbers around 128 million

seafst®. Aggregating the data available from market researchers and ap-

plying the company's own assumptions, only around 28% of seats —around

36 million — are in the cloud?. Based on assumptions by MZA, a CAGR
(2022 — 2026) of around 10%?* can be assumed in the cloud PBX segment
and of 13% for multi-tenant technology offered by NFONY. This would in-

crease the total number of seats in the cloud (multi-tenant) to around
47.5 million by 2027%.

North America is one of the most advanced countries in the world in terms of

cloud telephony use with a penetration rate of around 51% (approximately

44 million seats in the cloud)?.

16
17

18
19
20
21

Source: MZA: "Hosted-Cloud Business Telephony 2022"

Source: NFON internal calculation based on the Cavell Group's
“Cloud Comms Market Report Q2 2022" and MZA's “"Hosted-Cloud Business Telephony 2022"

Source: MZA: "Hosted-Cloud Business Telephony 2022"
Source: MZA: "Hosted-Cloud Business Telephony 2022"
Source: MZA: "Hosted-Cloud Business Telephony 2022"
Source: Cavell Group: "USA Cloud Comms Report 2022"
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Cloud PBX in Europe (penetration in %, blue)??

Germany

129

87.1

CAGR (2022 10 2026) 20.4%

Italy

18.3

81.7

CAGR (2022102026)11.6%

B Cloud-PBX penetration
B Expected penetration by 2026

United Kingdom

389

CAGR (2022 102026)15.5%

France

CAGR (202210 2026) 21.3%

61.1

85.6

Austria

21.4

CAGR (2022102026)18.5%

Spain

404

CAGR (2022102026)12.6%

78.6

59.6

22 Data on penetration rates: Cavell Group: “Cloud Comms Market Report Q2 2022"; data on CAGR: NFON internal calculation
based on the Cavell Group's: “Cloud Comms Market Report Q2 2022"
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NFON has had its own sales company in Poland since May 2021. As the level
of competitionin Poland and other countries in Eastern Europe is still very low,
and therefore the penetration rate is low?® as well, NFON anticipates excellent
growth prospects thanks to the presence it has already established through
its partners, the level of competition and the low penetration rate. With a CAGR
(2022-2026) of 11% in Eastern Europe, Poland — as the largest economy in this
area —is an exciting market with high growth potential.

Poland

7.7

92.3

CAGR (202210 2026)12.0%2*

Competitive situation

In the management’s view, the competitive environment is multi-layered.
The North American companies RingCentral and 8x8 have very similar of-
ferings. Like NFON, they have a cloud telephony system developed in-house
and have been expanding their product ranges considerably for more than
ten years by integrating communication media in a unified application

23 Unaudited information

24 Figures based on estimates by the company
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environment (unified communications (UC) services).? They also operate in
multiple countries. According fo infernal market observations, RingCentralin
particular has stepped up its activities in continental Europe in the last few
years, whereby these endeavours have also been reduced again due fo the
market dynamics at least in certain countries, such as Germany. Further-
more, the continuing consolidation in the European market is resulting in ad-
ditional companies, including enreach, Gamma, Telavox and dstny?, with
international positioning but diverse technical platforms, since their portfoli-
os contain the proprietary solutions of various acquired providers and it is
technically very difficult to migrate these platforms. Currently, NFON perceives
this competition to be visible but not critical, as the diversity of these providers
in the various markets means there is no single platform with an offering
identical to NFON's with regard to market presence or strength. Other pro-
viders from adjacent areas such as collaboration, CCaaS and CPaas, in-
cluding Zoom and LogMeln, also are trying to gain a greater foothold in the
market, but are only suitable for specific requirements due to the small set
of features in the field of conventional telephony.?® Thanks to its European
presence with a unified platform, NFON remains one of the few providers
(see RingCentral and 8x8) that can offer the entire value chain of a cloud PBX
provider Europe-wide. The platform'’s effectiveness and the development
toward UCaasS are in line with the market. In conjunction with the ‘Made in
Germany’ label and the focus on the integration of the platform into other
business applications and the integration of NFON solutions into these ap-
plications, NFON considers itself to be well positioned in this competitive
environment.

25 Unaudited information
26 Unaudited information
27 Unaudited information
28 Unaudited information
29 Unaudited information

30 Watson, Patrick: Huge Growth to Come in Microsoft Teams Telephony Market, (27 July 2022,

Market for UCCaa$ products and solutions

Competitive situation

The market for unified communications and collaboration has maijor provid-
ers such as Microsoft, Google, Zoom, Slack, GoTo or Cisco. NFON feels that
its market position is more in the field of integrated as well as voice-centric
communications and not in direct competition with these companies.?’
Microsoft Teams plays a particular role in the collaboration solutions. Due to
the very strong growth and dominance of Microsoft Office solutions in the B2B
environment, Teams has already enjoyed strong market penetration in the
last 24 months. The performance of the product and the market suggest that
Microsoft Teams will play a leading role here.*° Providers like NFON, however,
are able to participate at least partially in this development with superior
offeringsin certain segments, especially telephony and integration into busi-
ness processes.

There is no standard definition of the market for UCCaas solutions. Exact and
clear-cut modelling of the addressable market is therefore impossible. When
estimating the market potential, NFON assumes that users of Microsoft Teams'’
collaboration functions can be counted directly towards the addressable
market for NFON.2 In contfrast, the enablement of the solution in the teleph-
ony sector is part of the cloud PBX market potential. The remaining address-
able segment for NFON outside of cloud PBX has a market volume of
EUR 4.8 billion with average annual growth (2022-2026) of 7%.%2

(URL: https://cavellgroup.com/huge-growth-microsoft-teams-telephony-market/- last accessed 28 February 2023)

31 Unaudited information

32 NFON internal calculation based on IDC EMEA Unified Communications & Collaboration Tracker, October 2021, unaudited information
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Market for contact centre solutions

Competitive situation

NFON is a new player on the market of pan-European providers for contact
centre solutions. Here, there are overlaps with competitors in the area of cloud
telephony, e.g. RingCentral and 8x8, which likewise offer contact centre solu-
tions. What these providers have in common with NFON is that they come
from telephony to offer contact centres as a solution and thus offer integrat-
ed solutions for business communication that provide conventional teleph-
ony or other related services in addition fo contact centres. Some other pro-
viders from the direct competitive environment have likewise augmented their
solutions with a CCaas offering. According to the Gartner Magic Quadrant,
specialist contact centre providers, such as the major competitors Genesys,
Nice XCone and Talkdesk®?, also operate in this environment alongside the
integrated providers. To be competitive on the market, in the field of contact
centres as a solution NFON uses the CCaaS platform of its partner Daktela,
which NFON integrates into its portfolio and platform and markets exclusively
or in cooperation with Daktela depending on the region, thus providing an
integrated offering for customers.

The market is at a very early stage. Nevertheless, the volume in the CCaaS
sector is already around EUR 1 billion (as of 2021).%* With a CAGR (2022—-2026)
of around 16%%, the market is extremely attractive and offers very high
potential in its early stage.

Onthe basis of the differing market potential, NFON has various addressable
marketsinthe core segment of cloud PBX, but also in the UCCaaS and CCaaS
markets, which NFON partially addresses. With a total volume of over
EUR 11.8 billion®*¢ and percentage growth rates well into double digits, the
aftractiveness these markets will remain stable in the long term.

2.2 Presentation of the company’s performance

Overview of the development of the financial and non-financial
performance indicators, with the key performance indicators
highlighted accordingly (in bold)*

2022 2021 Change

EUR 80.8 million  EUR 75.9 million 6.5%

Total revenue

Recurring revenue EUR 73.6 million  EUR 68.0 million

Share of recurring revenue 91.1% 89.5%
Non-recurring revenue EUR 7.2 million EUR 7.9 million
Share of non-recurring revenue 89% 10.4%
aRPU EUR972 | EUR 9.84
Seat growth 8.0% 11.9%
(number of seats) (634,288) (587,067)
Adjusted EBITDA™ EUR 1.0 million -EUR 1.3 million n/a

*  Unless stated otherwise, all values in the consolidated financial statements and the
related notes are rounded. Rounding differences can therefore occur in the tables.

** Notes on the adjustments can be found under "Results of operations”

33 Fortune Business Insight: Contact Center as a Service Market. Europe Industry Analysis, Insights and Forecast, 2020-2027, Report 2020

34 Fortune Business Insight: Contact Center as a Service Market. Europe Industry Analysis, Insights and Forecast, 2020—-2027, Report 2020

35 Fortune Business Insight: Contact Center as a Service Market. Europe Industry Analysis, Insights and Forecast, 2020-2027, Report 2020

36 Information on total market potential and CAGR: NFON internal calculation based on the above market studies
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Key performance indicators compared with 2022 forecast and the
forecast revised in November 2022:

Recurring revenue
Growth of recurring  as a share of

revenue in % total revenue Seat growthin %

2022 8.3% 91.1% 8.0%
Between Between
2022 forecast (April)  10% and 12% At least 88% 10% and 12%
Revised 2022 fore-  Between Between
cast (November) 8% and 9% At least 90% 7% and 8%

As was announced As was announced
when the forecast when the forecast
was revised in was revised in

November 2022, November 2022,
the original growth  The target was the original growth
Note on forecast of  target was comfortably target was

April 2022 not achieved. achieved. not achieved.

The target was The target was

achieved at the The target was achieved atf the
Note on forecast of  lower end of the comfortably upper end of the
November 2022 forecast range. achieved. forecast range.

The NFON Group's performance has been positive on the whole. Although
the pandemic situation, which diminished investment appetites in the previ-
ous years, increasingly quietened over the course of the year, the downturn
of the European economy in the wake of the Ukraine war affected NFON's
growth momentum in the same way the pandemic did. NFON was therefore
unable to achieve its original, ambitious target for seat growth and, with

634,288 seats at the end of 2022, achieved a growth rate of 8.0%, whichis at
the upper edge of the revised forecast. The growth rate for recurring revenue
was 8.3% at the end of the year, primarily due to the development of revenue
with voice minutes. While the volume of voice minutes sold was high in the
first half of the year due to the effects of the pandemic, the level declined
during the second hallf of the year as a result of customers’ altered telephony
behaviour (increased return to enforced attendance and greater use of MS
Teams). Although price increases had already been implemented in some
areas, this lower revenue with voice minutes led to a slight downturnin ARPU,
which amounted to EUR 9.72 as at the end of the year (2021: EUR 9.84).

Inresponse to the ongoing uncertainty of the markets, NFON refined its growth
strategy to focus clearly on profitable growth. Although there was therefore
continued investment in growth in 2022, the cost structure was adjusted in
certain areas.

Overall, NFONincreased its revenue by 6.5% year-on-year to EUR 80.8 million
for fiscal 2021 (2022: EUR 75.9 million). NFON again significantly increased
recurring revenue as a share of total revenue to 91.1% (2021: 89.5%) or
EUR 73.6 million (2021: EUR 68.0 million).
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2.3 Results of operations

Development of key items of the consolidated statement of

comprehensive income
Change
2022 2021 in %

in EUR million

Revenue 80.8 759 6.5
Cost of materials -14.4 -14.5 0.3
Gross profit 66.4 6l.4 8.0
Otheroperatingincome um 06 939
Staffcosts 77 a7 181
Other operating expenses %63 83 92
EBITDA -5.3 -2.0 <-100%
Adjusted EBITDA* -1.0 -1.3 222
Depreciation, amortisation and

write-downs ** -6.8 -69 2.6
EBIT 20 90 343
Net interest income -0.2 -0.3 48.3
Income fax expensefincome 84 03 <-100%
Consolidated loss -15.6 -89 -74.9

*  See section 2.3.4 for reconciliation of EBITDA with adjusted EBITDA
** 2021 contains write-downs of EUR 101 thousand (2022: EUR O thousand)

NFON continued its growth trajectory in 2022 and achieved the revenue
targets of the updated forecast. Because high-margin recurring revenue
increased in particular, gross profitincreased by an even higher percentage
than revenue. With regard to costs, staff costs grew due to the increase in

resources in sales and technology. In other operating expenses, selling
expensesincreased as aresult of revenue, as did consulting expenses, while
marketing expenses declined versus 2021.

In 2022, staff costs and other operating expenses include non-recurring
effects of EUR 4.3 million compared with EUR 0.7 million in 2021 (see 2.3.4).

While unadijusted EBITDA is EUR 3.3 million lower than in 2021 due to the excess
costs, EBITDA adjusted for non-recurring effects is slightly more positive in
2022 than in 2021.

The change in EBIT is for the same reasons as the change in unadijusted
EBITDA.

2.3.1 Consolidated revenue and consolidated seat development
Revenue increased by 6.5% year-on-year. This primarily resulted from the
acquisition of new customers and a rise in the number of installed seats
within the existing customer base, particularly in Germany and Austria.

High share of recurring revenues of 91.1% of total revenues

73.6
2022

2021

79

0 10 20 30 40 50 60 70 80

[l Recurring revenuesin EUR million

Il Non-recurring revenues in EUR million
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Recurring revenue essentially comprises monthly payments of a fixed licence
fee per seat plus a fixed or volume-based fee for usage of voice minutes per
seat or SIP trunk. Non-recurring revenue includes revenue from sales of de-
vices (telephones, soft clients for PCs and smartphones) and the one-time
activation fee per seat when it is first connected.

Recurring revenue in particular developed positively. At 8.3%, it increased at
a faster rate than total revenue, since the development of non-recurring
revenue weakened the overall development. The decline in non-recurring
revenue year-on-year (-9.0%] is due above all to the comparatively small
seat gains.

Total number of seats grows by 8.0% year-on-year

31.12.

2022 634,288

31.12.

2021 587,067
500,000 600,000 700,000
M Seats

37 Unaudited information

The trend in seats testifies to the continuing demand for cloud telephony sys-
tems among business customers. At the same time, it underlines the high
level of satisfaction felt by NFON's very loyal customers®. Even though the
rise in new seats fell short of expectations, customer loyalty remained con-
stant at a high level.

2.8.2 Revenue and seat development by segment

The breakdown by segment reflects the individual international subsidiaries
of the NFON Group, which in fiscal 2022 included two companies from Ger-
many and one subsidiary each in Austria, the UK, Spain, France, Italy and
Portugal. Aside from the German stock corporation, which is also responsible
for research and development, the companies essentially function as inde-
pendent sales companies. However, Deutsche Telefon Standard GmbH con-
tinues to provide development services for maintenance of its own products
and, since 2021, for the NFON product portfolio. The subsidiary in Portugall
exclusively performs development services and does not generate any rev-
enue outside the Group. The subsidiary in Poland founded in 2021 (NFON
Polska z.0.0) again did not generate any significant revenue in 2022, since
most revenue in Poland is still invoiced via NFON GmbH.

The Group has seven segments with external revenue, which are shown sep-
arately below as reportable segments. The seven segments are NFON AG,
Deutsche Telefon Standard GmbH, NFON GmbH (Austria), NFON UK Ltd., NFON
Iberia SL, NFON ltalia S.R.L. and NFON France SAS.
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The company NFON developments unipessoal Lda. will never generate rev-
enue as it is a software development company.

The revenue generated by the Group as a whole with external customers
breaks down as follows among the individual international subsidiaries and

is reported in accordance with IFRS:

Revenues in segments

The positive development in revenue in the NFON AG segment from
EUR 43.1 million to EUR 46.1 million is mainly due to an increased seat base
compared to the previous year, which directly led to higher recurring revenue.

Revenue rose af Deutsche Telefon Standard GmbH in line with the generally
positive tfrend, and in particular from SIP trunk.

Revenue

Change inrecur- Recurring revenue as a share
Recurring revenue ring revenue in % of total revenue in %

in EUR million -E 2021 2022 2021 m 2021

NFON AG 461 431
Deutsche TelefonStandard
GmbH 16.8 16.5
NFONGMbH(AT) 82 73
NFONUKLG g0 78
NFONIberiasL 04 o4
NFONTAUASTL 09 05
NFONFrancesas 08 03
Total for the

reportable segments 80.8 759
Total consolidated revenue 80.8 759

42.4 391 8.6 92.0 90.6
167 149 5.2 93.2 90.8
6.8 59 16.3 83.5 80.2
7.2 7.2 1.0 Q0.2 91.4
0.4 0.4 154 92.6 971
0.7 0.3 116.0 79.2 68.1
0.3 0.2 22.4 832 80.3
73.6 68.0 8.3 91.0 89.5
73.6 68.0 8.3 91.1 89.5
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Thanks to the acquisition of new customers and the growth of the seat base, 2.3.3 ARPU development

revenue in the nfon GmbH segment rose from EUR 7.3 million to EUR 8.2 million.
ARPU back to pre-pandemic level

Revenue in the NFON UK Ltd. segment was virtually stable at EUR 8.0 million

OBOO

contributions. Both measures will help to keep ARPU stable.

(2021: EUR 7.8 million).
2022 9.72
The growthinrevenue at NFON ITALIAS.r.l., from EUR 0.5 million to EUR 0.9 mil- 2021 984
lion, was mainly thanks to new customers and the expansion of the seat base. '
2020 9.77
Revenue growth in the NFON Iberia SL and NFON France SAS segments 2019 9.64
slowed sharply as operations in these two companies were significantly re- o 5 10 E
duced as part of the strategic shift fowards profitable growth. O
M Blended ARPUINEUR &
Seats in segments [a%
|_
Z
. . -
_ NFON uses the average recurring revenue across all services, sales channels >
NFON AG 391175 361,534 and countries per user (seaf), referred to as average revenue per user (ARPU), 6
DeutscheTeIefonSTondordGmbH """""""""""" 9786 75182 to measure operating performance per seat. The average voice minutes sold I
NFONGbHAT """"""""""""""""""""""""""" T 59083 per seat have a significant influence on ARPU. These declined slightly versus Z
———————————— m[] < the pandemic years 2020 and 2021, which resulted in a slightly lower ARPU <ZE
NFONUKLG. 1AL 80284 4f EUR 9.72 compared with ARPU of EUR 9.84 in 2021. However, they were ~
NFONlberigsL 5146 3718 stable compared with the pre-pandemic figures, so the ARPU from 2019 D)
NFON ITALIAS.R.L. 6,977 4,604 (before the pandemic) was surpassed. In the third quarter of 2022, NFON O
NFON France SAS 3381 5 660 reacted to the burden of inflation and successively increased prices for se- %
S lected products and customer cohorts. In addition, more premium solutions
Total EBITDA 634,288 587,067 ) o " O
— are to be sold in the future, with which NFON can generate additional ARPU %
a8
>
O
O
N
o
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2.8.4Income and expense items

Other operating income

As against 2021, income from currency franslation rose by EUR 0.3 million and
income from the cost type ‘offset other non-cash employee benefits’ rose by
EUR 0.2 million. The additionalincome from currency translation mainly comes
from NFON UK, where the GBP/EUR exchange rate positively affected the
valuation of the IC loans and the IC transfers.

Cost of materials

Inthe reporting period, the cost of materials remained at the previous year's
level (2022: EUR 14.4 million; 2021: EUR 14.5 million). This development mainly
stems from the sharp rise in the share of high-margin recurring revenue and
the lower sales relating fo non-recurring revenue.

Due to the increased revenue and a changed composition of the revenue
mix with less low-margin hardware revenue in fiscal 2022, the cost of mate-
rials ratio decreased from 19.0% in the previous year to 17.8%.

Staff costs

The average number of employees increased from 466 in the previous year
to 626 in the reporting year (growth of 12.9%). In line with the strategy, there
was a particular increase in sales and technical staff. In response to the high
inflation and to avoid an increase in employee turnover, selected salaries
were increased and new employees were offered attractive remuneration
packages. This increased staff costs from EUR 31.7 million to EUR 37.4 million.

Expenses of EUR 0.6 million (2021: EUR 0.4 million) in connection with an
employee stock option programme implemented at the start of 2019 and of
EUR 0.5 million in connection with the focus on our core sales markets were
recognised in the reporting period.

Adjusted for these non-recurring effects, staff costs rose from EUR 31.2 million
inthe previous year to EUR 36.4 million. This represents an adjusted staff costs
ratio in relation to revenue of 45.0% in fiscal 2022, after 41.2% in the same
period of the previous year.

Other operating expenses

Other operating expenses climbed to EUR 35.3 million in 2022 (2021:
EUR 32.3 million). This was primarily due to higher selling expenses with part-
ners (+EUR 1.2 million versus 2021), which are tied to the revenue volume, and
higher consulting costs (+ EURL.2 million versus 2021), including for various
projects relating to governance and in connection with preparations for a
capital market transaction. Due to long-running contracts with suppliers in
the major cost items, high inflation did not affect other operating expenses
in2022.

In 2022, the following other operating expenses classified as non-recurring
effects were incurred: expenses of EUR 1.4 million in connection with prepa-
rations for a capital market transaction o widen the equity base, EUR 0.9 mil-
lion for the rebranding of the NFON brand with Cloudya as the main product,
and EUR 0.9 million for provisions for licence back payments from an existing
contract.

Aided by external consultants, NFON evaluated opportunities for capital mar-
ket transactions in fwo maijor projects in 2022. While one project is on hold,
the second project will continue in 2023.

Adjusted for these non-recurring effects, other operating expenses were on
par with the previous year at EUR 32.0 million in 2022 (2021: EUR 32.0 million).
This represents an adjusted ratio in relation to revenue of 39.7%, up from
42.2% in the previous year.
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Other operating expenses include marketing expenses of EUR 8.5 million
(2021: EUR 9.8 million). Marketing expenses adjusted for rebranding costs fell
by 21.0% year-on-year to EUR 7.7 million (2021: EUR 9.8 million). The decline is
the result of the altered sales strategy, which now focuses on cooperation
with sales partners.

Other operating expenses include selling expenses of EUR 11.1 million (2021:
EUR 9.9 million). Selling expenses mainly include commission paid to the NFON
Group's sales partners, who share in a percentage of its revenue. The ratio
of selling expenses to revenue was 13.7% in 2022, after 13.1% in the previous
year. The slightincrease resulted among other things from additional partner
incentives involving special campaigns.

Due fo the high number of long-term contracts with suppliers in the most
important cost blocks, the high inflation did not have a significant impact on
other operating expenses in 2022.

Depreciation and amortisation

In fiscal 2022, depreciation and amortisation amounted fo EUR 6.8 million,
level with the previous year (EUR 7.0 million). There was no impairment in the
reporting year.

Net interest income

Net inferest expense (inferest and similar income less interest and similar ex-
penses) amounted to EUR 0.2 million in fiscal 2022 (2021: EUR 0.3 million) and
resulted from changes ininterest rates in the recognition of leasing transactions.

Income tax expense/income

The income tax expense of EUR 3.4 million is primarily the result of deferred
taxes. EUR 1.9 million of this relates to deferred tax expense due to the rever-
sal of the deferred tax assets on tax loss carryforwards recognised at
Deutsche Telefon Standard GmbH as at 31 December 2021. As a result of the
income tax group comprising NFON AG and Deutsche Telefon Standard
GmbH since 1 January 2022, these loss carryforwards currently cannot be
utilised. A further EUR 0.7 million results from deferred tax liabilities, which
relate toitems at NFON AG and —as aresult of the income tax group —Deutsche
Telefon Standard GmbH.

EBITDA, adjusted EBITDA, EBIT, consolidated loss

2022 2021

EBITDA -5.3 -2.0

in EUR million

Non-recurring effects

Retention bonus 0.0 01

Stock Options/ESOPS 0.5 04
Focus on core markets 0.5 OO
Expenses for preparing capital market transactions 14 03
Rebranding 09 OO
Licence payment provisions 09 OO
Total non-recurring effects a3 0 7
Adjusted EBITDA -1.0 -1.3
EBIT -12.0 -9.0
Consolidated loss -15.6 -89
Total non-recurring effects 43 O 7
Adjusted consolidated loss -11.3 -8.2
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The growth in revenue and gross profit is offset by high costs for sales and
technical staff, so adjusted EBITDA in 2022 is only slightly more positive than
in2021.

Contribution margin 2 by segment

Contribution margin 2is calculated as EBITDA (earnings before interest, faxes,
depreciation and amortisation) adjusted for indirect intercompany transfers,
non-recurring effects and reconciliation effects.

Indirect infercompany transfers and charges include costs and expenses
incurred in central functions to maintain marketing activities not specific fo any
one segment, general expenses for providing products and services and for
customer support. In the respective confribution margin 2, the directly attrib-
utable intercompany transfers, such as IT infrastructure costs or attributable
marketing activities, are still attributed in line with their segment allocation.
They do not include non-operational centfral activities (general management,
legal and finance). These remain with the original company.

The reconciliation effects include effects of consolidation, especially from cur-
rency translation. This results in an adjusted EBITDA of around EUR -1.1 million
for the NFON Group in the past financial year 2022.

Contribution margin 2 by segment

in EUR million

NFON AG 0.5 3.0
Deufsche Telefon Standard GmbH 38 43
NFONGMBH o -06
NFONUKLG a1 a3
NFONlberiast 10 a3
NFONITALASRL a6 23
NFONFrancesas 06 20
Total contribution margin 2

by reportable segment -1.1 -0.3
Other segments 0.1 01

Consolidation (especially currency effects) &

closing entries 0.1 -1.2
Non-recurring effects -4.3 -07
Consolidated EBITDA -5.3 -2.0

Apart from the expenses for the two non-recurring effects ‘focus on core
markets’ and ‘rebranding’ of EUR 0.5 million, the adjustments were made
exclusively in the NFON AG segment.

NFON AG's contribution margin has declined significantly. This is due firstly to
increased staff costs and secondly to the diminished ability to transfer centrall
costs to subsidiaries now with reduced business activities. Less fixed costs
can be apportioned to subsidiaries whose revenue has declined.
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Deutsche Telefon Standard GmbbH showed a stable business development,
whichled to continued positive confributions to earnings, albeit reduced due
toincreased allocations of central functions and software development costs.

Earningsimprovements were achieved in some other segments. Thisis part-
ly because revenue in these segments was increased without being offset
by significantly higher costs.

2.4 Financial position

As in the previous year, NFON AG's main source of financing in 2022 was the
proceeds from the capitalincrease performedin 2021. A money market loan
agreement in the amount of EUR 5.0 million and maturing on 30 January 2026
was entered into with Bank fur Tirol und Vorarlberg (BTV) in fiscal 2021. The
credit facility was unutilised as at 31 December 2022.

The high cash outflow in 2022 was already anticipated in the budget for this
year and was updated and monitored in the forecasts during the year. Inthe
second half of the year, cash flow actually developed better than provided
for in the budget.

2.4.1Investment analysis

Investment in 2022 mainly related to development activities, some of which
were capitalised. These were recognised under intangible assets (EUR 7.3 mil-
lion). Investment in property, plant and equipment of EUR 1.2 million in the
reporting period primarily focused on IT infrastructure.

EUR 2.0 million was capitalised for the implementation and customising of a
new business support system (BS system, or BSS), the development of which
has not yet been completed. In the telecommunications industry, this refers
to a system for managing contractual relationships with customers/suppliers/
partners, managing products and resources and billing.
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2.4.2 Liquidity analysis

Operating cash flow fell from EUR -1.8 million in 2021 to EUR -3.9 million in
2022. This is mainly attributable to the decline in earnings after taxes from
EUR -8.9 million in 2021 to EUR -16.7 million in 2022. This development is part-
ly based on the increase in staff costs by EUR 6.2 million in 2022 versus 2021.
After tax income of EUR 0.3 million in 2021, a tax expense of EUR 3.4 million
was incurred in fiscal 2022 — primarily due o the income tax group compris-
ing NFON AG and Deutsche Telefon Standard GmbH since 1 January 2022.

Liquidity analysis (in EUR thousand)

Trade and other receivables increased in 2021 as a result of defaults by ma-
jor customers. These payments were received in fiscal 2022. In contrast, frade
payables (EUR -1.8 million, of which EUR -0.8 million at NFON AG and
EUR -0.56 million at NFON UK) and other liabilities (EUR +1.2 million, including
provisions for licence back payments) of EUR 0.6 million were paid off in 2022.
In fiscal 2022, NFON recognised income of EUR 0.3 million from changes in
exchange rates (2021: expense of EUR 0.4 million), which primarily stems from
the translation of GBP and EUR af the UK subsidiary. The income there chiefly
results from the valuation of intercompany loans and infercompany transfers.

30,000
27,670

25,000

20,000 -3,867

15,000

10,000

5,000

0

13,218

-8,448
-2,085

Cashandcash Effects of changesin Cash flow from
equivalents at the exchange rateson
beginning of the cash held

period

operating activities

Cashandcash
equivalents at the
end of the period

Cash flow from
financing activities

Cash flow from
investing activities
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The cash flow frominvesting activities of around EUR -8.5 million resulted from
investment in intangible assets of EUR 7.3 million attributalble to development
projects and the implementation and customisation of the new BS system. In
addition, EUR 1.2 million was invested in property, plant and equipment, main-
ly IT infrastructure and hardware.

The negative cash flow from financing activities of EUR 2.1 million primarily
results from the payment of lease liabilities.

The company monitors its liquidity status on an ongoing basis. An improve-
ment in the liquidity situationis targeted within the planning period. There are
no indications that the liquidity in the planning period will not be sufficient to
meet the company’s payment obligations at all times. As a liquidity reserve,
the company holds an undrawn credit line of EUR 6.0 million as of the balance
sheet date, which is available to the company until 30 November 2026.

2.5 Assets and liabilities

Accounting chart in EUR million

100 Assets Equity & Liabilities
83.5 83.5
80
69.4 69.4
60
414 63.2
40 441 47.8
20
253 . ~ .
31.12.2022 31.12.2021 31.12.2022 31.12.2021

Equity (in EUR million)
B Non-current assets/Non-current liabilities (in EUR million)
B Current assets/current liabilities (in EUR million)

Rounding differences are possible
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2.5.1 Non-current and current assets

Assets

in EUR million 2022 2021 ments/changes

The increase mainly relates to right-of-use assets for office premises
Property, plant and equipment 8.7 8.2 (carrying amounts: EUR 5.3 million in 2022 as against EUR 4.3 million in 2021).

OBOO

Including

Capitalised development projects:

2022: EUR 10.9 million; 2021: EUR 7.4 million
Software customisation (new BSS):

Intangible assets 34.0 30.0 2022: EUR 5.4 million; 2021: EUR 3.9 million
Investments in associates 0.7 0.6 Equity investment in Meetecho S.r.l.
Other non-financial assets 0.4 0.2

The decline in deferred tax assets relates to the establishment of an income tax group comprising
NFON AG and Deutsche Telefon Standard GmbH as at 1 January 2022 and the associated decline
Deferred tax assets 0.3 2.4 indeferredtax assets on fax loss carryforwards.

Non-current assets 44.1 414

In the previous year, there were delayed payments from a major customer, which were received
Trade receivables 9.4 10.9 inthe reporting year.

Other financial and non-financial assets 27 3.4

Cash and cash equivalents decreased primarily as a result of investments in marketing, product

development and development of the BS system. In addition, there was cash outflow due to one-time

expenses in connection with preparations for a capital market transaction to widen the equity base,

which were corrected for in adjusted earnings. Monthly cash outflows decreased significantly in the

second half of the year (EUR 4.5 million) as against the first half of the year (EUR 10 million), primarily due
Cash funds 13.2 277 tothe adjustment of the cost structure (mainly marketing and staff costs).

Current assets 25.3 421

|_
(074
O
(ol
Ll
(074
|_
Z
L
>
Ll
Q)
<
Z
<
>
[aR
2
O
(0%
)
[
L
Z
o
>
O
e
N
o

NFON AG ANNUAL REPORT 2022

0




2.5.2 Equity

Taking into account the negative consolidated result due to the consolidat-
ed loss of EUR 16.8 million, the addition to the capital reserve due to employ-
ee stock options of EUR 0.5 million, and a reduction in the currency fransla-
tion reserve of EUR 0.3 million, equity amounted to EUR 47.7 million as at
31 December 2022.

OBOO

2.5.3 Non-current and current liabilities

Liabilities

in EUR million 2022 2021 Comments/changes

The increase —in line with the increase in property, plant and equipment —relates to liabilities for the
Non-current financial liabilities 41 3.3 use of office space (new lease in Mainz) recognised in lease accounting.

Relates primarily fo back royalty payments from an existing contract recorded in the group currency,

Other non-current liabilities 0.7 0.2 which are subject to interest.
Deferred tax liabilities 25 13
Non-current liabilities 7.2 49

Reduction in trade payables primarily at NFON UK (EUR 0.6 million, recognised in GBP) and NFON AG

Trade payables 4.2 6.1 (EUR 0.8 million). The trade payables are non-interest bearing.

Curentprovisions 23 22
Income fax liobilities 08 05 Thesearenon-interest-bearing liabilities fo the respective fax authorifies (@llin EUR).
Currentfinanciallabiliies 18 17 Relates fo interest-bearing leasing liabilties in the respective national currency (mainly EUR)

Increases primarily attributable to:
- EUR 0.4 million other liabilities for holiday and bonuses
- EUR 0.3 million liabilities from taxies and levies
- EUR 0.3 million other liabilities
Other liabilities 5.8 5.0 The other liabilities are mainly non-interest-bearing and recorded in euros.

Current liabilities 14.4 154
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2.6 Overall assessment of the economic situation

The fundamental trend towards the digitalisation of business communication
is continuing undiminished, though the European economy continues to be
marked by uncertainty. The economic situation of the NFON Group reflects
the consistently fough economic situation throughout Europe overall. NFON
has a clearly defined growth strategy, which was updated in the fiscal year
to focus on profitable growth. The future lies in the markets for unified com-
munications and collaboration and contact centre products. Recurring rev-
enue, which accounts for 91.1% of total revenue, is a clear indicator of the
business model's stability. At 8.3%, it again grew at a faster rate than total
consolidated revenue in 2022 (6.5%). This stability guarantees the ongoing
positive revenue performance of the NFON Group. The NFON Group's suc-
cess so faris built on the sustainable base of seats operated by customers.
This was expanded again with a growth rate of 8.0%, even though this fell
slightly short of original expectations. 2022 was no easy year for NFON.
Nonetheless, the company achieved its most recent targets in a consistently
challenging market environment. The ongoing development and expansion
of the product and solutions portfolio on the one hand and the network of
partners across the whole of Europe on the other will be crucially important
for the development of the seat base and thus the NFON Group's recurring
revenue. Thanks to the funding already available and the new targeted path
to profitability, which should result in positive cash contributions, there is a
secure financial situation providing the basis for further investment in organ-
ic growth. In light of this, the Management Board believes that NFON AG is
well onits way to becoming a leading provider of integrated business com-
munication in Europe.

3. Supplementary report

There were no further events with a significantimpact on the Group's position
after the end of the reporting period.

4. Risks and opportunities

4.1 Risk and opportunity management

The NFON Group anticipates opportunities that are important for the achieve-
ment of its strategic goals. However, the company must also take risks in
order to utilise opportunities. Risk management is designed to identify and
counteralct risks at the earliest possible stage.

Every business activity entails risks that can impede the target atfainment
process. If risks are not identified and the potential consequences for the
Group minimised, they can jeopardise the successful development of the
company. Torespond appropriately, the Management Board has introduced
a risk management system (RMS). This is infended to identify new risks or
changesin existing risks early, enabling the Management Board to take suit-
able measures to safeguard the future of the company. There is a particular
focus on risks to the company as a going concern.

Risk management covers all strategic, operating, financial and compliance
risks. The risk manual approved by the Management Board in December
2022 stipulates how to handle risks within the NFON Group and defines a
standard method that applies in all areas and companies of the NFON Group.
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Risk identification

Risk identification comprises the regular and systematic analysis of internall
and external developments and events that could result in negative devia-
tions from the defined targets of the RMS. Corporate risks are continuously
monitored and reviewed by the risk owners. A complete survey of the NFON
Group's risks (risk identification) is conducted once a year. During the year,
the risks are updated after six months, with the risk owners communicating
their risks fo the risk manager. The latter collates all risks in a central risk in-
ventory and determines a maximum amount of risk. After every inventory, this
moaximum amount of risk is compared with the available cash and cash
equivalents to determine the internal capital adequacy. After every invento-
ry, the risk manager reports to the Management Board about the result of
the inventory and the internal capital adequacy analysis. The Management
Boardinforms the Supervisory Board after the main inventory about the NFON
Group's risk situation.

Opportunities are not covered by the risk inventory of the risk management
system, but are analysed within strategy processes at management level.

NFON utilises both bottom-up and top-down methods of risk identification.
Risk owners use interviews and questionnaires to determine and update the
risks of their area or to provide input for risks of other areas (bottom up). The
Management Board is likewise involved in this process, particularly evaluat-
ing corporate strategy risks (fop down).

In addition, allemployees are involved in risk identification via an ad hoc risk
process. They can report risks to risk owners or to the risk manager at any
time in person, by telephone or by e-mail (bottom up). The underlying process
also stipulates the reporting rules if risks with a serious or significant impact
are reported.

Risk assessment

Risk assessment deals with the impact of risks on the company'’s financial
targets. The risks are assessed at the level of the individual risk before and
after countermeasures. The assessment is tfransparent and clear and uses
consistent methodology. Risks are assessed in terms of monetary aspects.
The loss amount is defined as the extent of a risk regardless of the nature/
method of determination. The probability of occurrence is defined as the
calculated or estimated probability of occurrence of the risk in the assess-
ment period.

The risk assessment distinguishes between gross and net risks. Gross risks
constitute risks which exist if no other measures have yet been taken to miti-
gate the risk. Neft risks are risks which exist after measures have been taken
and therefore constitute the residual risk. The total risk exposure is the fotal of
the net risks assessed.

NFON uses a bx5 risk calculation matrix that breaks down both the potential
loss volume and the respective probability of occurrence into five classes.
The thresholds have been revised and the definition amended since the pre-
vious year.

The individual risks are divided info five classes based on the combination
of the potential loss amount and the estimated probability of occurrence.
They are presented visually in the 6x5 risk matrix: serious (red), significant
impact (orange), materialimpact (yellow), no material impact (green) and no
impact (blue).
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Loss amount

Loss amount (old)

Loss amount (new)

Effect on the liquidity of the

Effect on the liquidity of the

Loss amount Interpretation NFON Group ineuro Category Description NFON Group in euro

5-Very high Existence-threatening loss potential >2,000,000 5 Very high Serious loss potential >1,5600,000

4-High Significant loss potential >1,000,000 4 High Significant loss potential >750,000

3-Medium Medium loss potential >500,000 3 Medium Medium loss potential >500,000

2-Low Low loss potential >250,000 2 Low Low loss potential >250,000

1-Very low Insignificant loss potential >50,000 1 Verylow Insignificant loss potential >50,000

Probability of occurrence

Probability of occurrence (old) Probability of occurrence (new)

Category Description PO Category Description PO
Almost certain risks are anticipated Almost certain risks are anticipated

5-Almost certain in every fiscal year. 75% < x <100% 5-Almost certain in every fiscal year. 90% < x <100%
Probable risks occur every Probable risks occur every

4-Probable one to two years. B50%<x<75% 4-Probable one fo fwo years. 50% < x<90%
Possible risks that occur every Possible risks that occur every

3-Possible four to two years. 25%<x<60% 3-Possible two to five years. 20%+<x <60%
Improbable risks that occur every Improbable risks that occur every

2-Improbable four to 20 years. 5%<x<26% 2-Improbable five to ten years. 10% < x <20%
Extreme risks or remote risks that occur Extreme risks or remote risks that occur

1-Remote less frequently than every 20 years. 0%<x<5% 1-Remote less frequently than every ten years. 0% < x <10%
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Risk matrix
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Probalbility of occurrence

In process-integrated controls, the risk manager confinuously monitors and
tracks the process steps of the risk management system on the basis of arisk
control matrix. The focusis on an orderly process. The risk committee reviews
the status of the controls and documents the review at least once a year. At
least every three years beginning fiscal 2023, the NFON's RMS is subject to a
review by Infernal Audit. The next review is scheduled in 2023.

4.2 Risks of the NFON Group

In fiscal 2022, NFON conducted a risk inventory as part of the risk manage-
ment system described above. The risks were assessed as at the end of the
reporting period, and the assessment period was the twelve months follow-
ing the inventory. In total, the risk inventory identified 16 active risks and add-
ed them to the risk inventory. Only two of these risks are classified as being

capable of significantly influencing the liquidity situation. Four of the other
risks could have a materialimpact on the liquidity situation. The impact refers
to the net assessment of the risks, i.e. measures to reduce the risk are already
taken info account.

Risks that could have a significant or material impact on the

liquidity situation

Risks that could have a significant or material impact on the liquidity situation
are presented below. They are arranged in decreasing order by expected
value of the net assessment.

1. Salesrisk | —market presence

Market presence is a material factor for NFON's future business performance.
Nevertheless, the company must weigh up the benefits of market presence
against the necessary investments so as not to jeopardise the targeted path
to profitability. Even moderate investments in marketing carry the risk of not
achieving the targeted new business in 2023. The NFON Group is responding
to this risk with increased partner sales. This model allows the probability of
occurrence of the risk to be reduced, since partners have their own sales
channels and growth can thus be achieved with lower marketing investments.

The risk was included for the first time: high to very high loss amount of
EUR 7560 thousand < x < EUR 1.6 million, possible probability of occurrence.
Overall, the risk is classified as having a significant impalct.

2. Competition in core markets

(name in 2021: competitive situation among the peer group)

The market for cloud business communications remains highly fragmented.
The major competitors of the NFON Group include European providers and
large US competitors.
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With their product portfolios of various communications and collaboration
applications, the competitors already offer functionalities that are increas-
ingly sought after by customers. A stronger market presence, essentially by
securing or acquiring partners coupled with an aggressive marketing strat-
egy, couldleadto a possible loss of partners and customers for NFON. NFON
counters this risk with measures against churn, e.g. increasing customer loy-
alty and the attractiveness of products and improving product quality. A
partner sales model ensures lower churn, as partners remain loyal for longer
than end customers alone. Further measures are also being evaluated to
identify potential churn early.

The risk wass adjusted year-on-year: high to very high loss amount (2021: low
to medium) of EUR 750 thousand < x < EUR 1.6 million, possible probability of
occurrence (2021: improbable). Overall, the risk is classified as having a sig-
nificant impact.

3. Contractual risks

Because of its business model, the NFON Group has a very large number of
contractual agreements with customers and suppliers. There is arisk, for ex-
ample, that — because of unidentified errors in contracts concluded in the
past—backpayments will have to be made to suppliers under licence agree-
ments. To identify weaknesses in contract design at an early stage and fo
make any necessary adjustments, the Legal department reviews all contracts
of suppliers and customers that have annual revenue greater than
EUR 100 thousand with NFON AG or with which NFON AG generates annual
revenue greater than EUR 100 thousand.

Therisk was included for the first fime: very high loss amount of > EUR 1.6 mil-
lion, remote probability of occurrence. Overall, the risk is classified as having
a material impalct.

4. Churn due to company insolvencies

The Ukraine war had a negative impact on the global economy in 2022, and
a further downturn in the economic situation in 2023 cannot be ruled out.
There is therefore a real risk on an increase in company insolvencies in the
NFON Group's sales territory. Due fo the circumstances of this risk, it is difficult
for the NFON Group to take measures against it.

Therisk was included for the first time: due fo the high diversification of NFON
salesinterms of region, sector and customer size, the loss amount is estimat-
ed fo be low to medium at EUR 250 thousand < x < EUR 500 thousand, possi-
ble probability of occurrence. Overall, the risk is classified as having a mate-
rial impact.

5. Salesrisk Il = CRM system

The sales-supporting CRM system is a central tool at the NFON Group, which
is subject to confinuous improvement. Nevertheless, there are risks from mak-
ing offers, as many steps in the process are carried out manually. The NFON
Group hopes fo reduce these risks in 2023, e.g. by introduced automated
review steps or new CRM software.

The risk was included for the first time: very low to low loss amount of
EUR 50 thousand = x < EUR 260 thousand, probable probability of occurrence.
Overall, the risk is classified as having a material impact.
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6. Data protection breach

NFON has corresponding guidelines and internal data protection officers to
ensure compliance with the statutory data protection regulations. Nonethe-
less, breaches can occur in isolated cases, e.g. non-erasure of data, cookie
banners or data processing with no legal basis. Data protection breaches
are also possible as aresult of cyberattacks. If arisk occurs, this can lead to
a loss of reputation, fines, contractual penalties or the cancellation of ongo-
ing contracts.

The OM & Data Protection department takes continuous measures to prevent
occurrence of the risk or minimise the probability of occurrence, such as rais-
ing employees’ awareness with regular training and monitoring and spot
checks of ongoing processes.

Compared with 2021, the potential loss amount has fallen from very high at
>EUR 2 million to high to very high at EUR 750 thousand < x < EUR 1.5 million.
The loss amount is classified as lower than in the previous year due fo a fine.
The measures taken in 2022 reduced the probability of occurrence from im-
probable in 2021 to remote in 2022. Overall, the risk is classified as having a
material impact.

The risk of ‘cost explosion (in product development)’, which was classified as
having a 'significant impact’ in 2021, is no longer classified as a risk in 2022.
Sufficient resources are available and there are no known critical projects that
would require a costly increase in resources.

Overall assessment of the NFON Group’s risk situation
The table below shows the risks that could have a significant or material im-
pact on the liquidity situation in 2022. It also shows the change versus 2021

Net risks that could have a significant or material impact on the liquidity situation

Risks Loss amount Probability of occurrence Risk class Change 2022/2021
High to very high Possible
Sales risk | - market presence EUR 750 thousand = x < EUR 1.5 million 20% <x<50% Significant impact Included for first time
High to very high Possible
EUR 750 thousand = x < EUR 1.5 million 20% <x<50%
(previous year: medium) (previous year: improbable) Significant impact Increased
Remote
Very high > EUR 1.5 million 0% <x<10% Material impact Included for first time
Churn due to company Low to medium Possible
insolvencies EUR 250 thousand = x < EUR 500 thousand 20% <x <50% Material impact Included for first time
Very low to low Probable
Sales risk Il — sales system EUR 50 thousand = x < EUR 250 thousand 50% < x < 90% Material impact Included for first time
High to very high Remote
EUR 750 thousand = x < EUR 1.5 million 0% <x<10%

(previous year: high)

(previous year: improbable)
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The risks are manageable taking infernal capital adequacy into account. In
terms of organisation, the company has created the conditions to learn of
potential new risk exposures at an early stage and to be able to respond
quickly.

4.3 Opportunities of the NFON Group
The NFON Group determines its opportunities qualitatively. Opportunities
have therefore not been quantified or compiled in an opportunities matrix for
management purposes. The assessment of opportunities was performed
as at the end of the reporting period. The assessed forecast horizon covers
the year (twelve months) following the inventory.

In 2022, changed market dynamics and a generally cooling economic envi-
ronment resulted in a change in strategic direction and thus a change in the
NFON Group's opportunities.

Whereas previous years were characterised by efforts for rapid seat growth,
the target is now profitable growth. The growth strategy from which NFON
Group's opportunities are derived is based on three pillars: product growth,
development of the best-channel approach and growth acceleration through
partnerships and alliances.

1. Product growth

NFON AG sees significant growth opportunities in the further development of
its own product landscape. Firstly, existing products are to be improved in
order to increase customer satisfaction and to become more attractive to
larger enterprises. Secondly, there is also a focus on the integration info and
of Microsoft Teams. With strong growth expected for Teams as a collabora-
tion solution, a leading position in this segment is a key building block for

growth. The contact centfre as a service (CCaaS) segment is also to be further
expanded. An expansion of existing integrations is also intended to lay the
foundation for further medium- and long-term growth.

2. Development info a best-in-class channel organisation

NFON sees indirect sales via partners and resellers (channel) as playing a
key role for seat growth. For this reason, NFON continues fo direct its main
focus towards establishing and developing an excellent channel and out-
standing channel infrastructure. In 2022, the new international partner pro-
gramme NGAGE was rolled out and a new partner management platform
developed. These measures are aimed at acquiring new partners and im-
proving communication and collaboration with existing partners.

3. Growth through partnerships and alliances
Inthe past, strategic partnerships have led to growth and efficient innovation.
NFON wants to continue using this principle and also build on it.

In addition fo the independent development of products and the expansion
of the channel, NFON sees strong growth potential in strategic partnerships
inthree areas:

» Technological partnerships to increase capacity for innovation

» Sales and distribution partnerships, especially in the enterprise and ver-
ticals sector and in integrated business communication

» Partnerships at different levels, such as strategic investments or commu-
nication partnerships via product integration

Overall assessment of the opportunities situation
NFON believes that its risks and opportunities are balanced overall.
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4.4 Internal control system

The internal control system (ICS) is an integral component of the company-
wide control and risk management system, including the compliance man-
agement system (CMS). The objective of the ICS is fo implement controls to
provide reasonable assurance for the company-wide processes, e.g. that
the financial statements and the combined management report will be pre-
pared in accordance with the applicable regulations.

NFON AG's internal control system and risk management system also cover
sustainability-related objectives. This includes processes and systems for the
collection, processing and external reporting of sustainability-related data.

Part of the ICS and RMS, including the CMS, is regular monitoring with the aim
of remedying identified weaknesses. Based on such findings, we continu-
ously improve our ICS and RMS, including the CMS. With the exception of these
weaknesses, the Management Board currently has no indication that NFON
AG's risk management and internal control and compliance systems are not
adequate or effective.®®

The Supervisory Board of NFON AG monitors the appropriateness and ef-
fectiveness of the ICS as required by section 107(3) sentence 2 in conjunction
with section 107(4) sentence 1 AktG. In accordance with section 91(3) AktG, the
scope and design of the ICS are at the discretion and in the responsibility of
the Management Board. The implementation of an Internal Audit has begun.
From the next fiscal year, it will be responsible for independently reviewing
the functionality and effectiveness of the ICS in the Group and at NFON AG.

The ICS comprises both preventive and detective controls, such as:

38 Unaudited information

* |T-supported and manual coordination

» Separation of functions

» Dual-control principle

*  Management controls

* General programmatic IT controls such as access rules in IT systems and
change management.

The ICS is continually evolving with the operating processes and consistently
responds to new technologies and working practices.

Accounting-related internal control system

The accounting-related internal control system contains the principles, pro-
cedures and measures for ensuring appropriate accounting. It is continual-
ly updated and pursues the following objective: The consolidated financial
statements of NFON AG are prepared in accordance with the provisions of
commercial and stock corporation law on accounting and consolidated fi-
nancial statements in accordance with section 315e(1) of the German Com-
mercial Code (HGB) in accordance with the version of the International Finan-
cial Reporting Standards (IFRS) released by the EU and supplementary
provisions of commercial and stock corporation law. The accounting-related
ICS also pursues the objective that the annual financial statements of NFON
AG and the combined management report are prepared in accordance with
the provisions of commercial law.

NFON AG prepares the consolidated financial statements and the combined
management report of the NFON AG as the parent company. This process is
preceded by financial reporting for the Group companies included in the
consolidated financial statements. Inthe Management Board's view, all pro-
cesses are moniftored by an internal confrol system that — as is customary at
smalller enterprises —aims to ensure both the appropriateness of accounting
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and compliance with the relevant legal regulations. In addition, the process
of compliant and appropriate consolidated financial reporting is supported
by supplementary procedural instructions, e.g. intercompany guidelines,
standardised reporting formats, IT systems and IT-supporting reporting and
consolidation processes. If necessary, external appraisers are also consult-
ed, e.g. for the measurement of pension obligations or in connection with
purchase price allocations. The key functions in all departments are controlled
centrally from the finance department of NFON AG, with the individual sub-
sidiaries having a set level of independence in preparing their inancial state-
ments. The employees involved in the accounting process receive regular
training. The legal representatives of NFON AG and the Group companies
are responsible for compliance with Group-wide guidelines, standards and
procedures. The Group companies ensure the appropriate and timely exe-
cution of their accounting-related processes and systems.

The management of the Group companies in the various countries is respon-
sible for implementing these regulations and using these instruments. The
consolidated financial statements and the combined management report
are the responsibility of the member of the Management Board of NFON AG
in charge of inance. This member of the Management Board is aided in this
by the Chief Financial Officer, who is responsible for the consolidated financial
statements. All separate financial statements of significant Group companies
that are included in Group consolidation are audited by the statutory auditor.

5. Forecast

The planning and all the commentary below for fiscal 2023 are based on the
information available as at 31 March 2023. As a result of the NFON Group's
risks and opportunities as presented, deviations can occur between the
planning data and the figures actually achieved at the end of the year. De-
viations are also possible as a result of the assumptions regarding general
economic conditions.

While revenue growth was the exclusive focus of business activities in the
preceding fiscal years, NFON began to shift the focus to profitable growthin
the second hallf of fiscal 2022. In the interests of increasing profitability, there-
fore, measures in addition to the strategic growth measures relating to prod-
ucts, sales and partnerships are now also being taken fo reduce the cost
base and thus to increase efficiency.

NFON AG considers itself to be well positioned for the successful implemen-
tation of the strategy with the aim of becoming a leading provider of inte-
grated business communication in Europe. By expanding its solutions for
cloud telephony to include unified communications and collaboration ser-
vices (Meet & Share) and adding confact centre solutions to its product port-
folio, NFON has become a provider of integrated business communication.
NFON is therefore in a position to participate in the development of the mar-
ket for integrated business communication. The following aspects are key:

» the change in business communication fowards the increased use of
digital UCC solutions and services, e.g. collaboration tools;
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» theintroduction of digital technologies that affect multiple business pro-
cesses and create the need to infegrate various digital solutions on one
platform;

* businesses’ growing need for scalable digital services to be as flexible as
necessary and the need fo only post expenses that are actually incurred.

The NFON Group's forecast for fiscal 2023 is based on the expectations and
assumptions for general economic development and the industry develop-
ments relevant to NFON. Detailed information can be found in the "Generall
economic conditions and industry environment” section.

Expected general economic conditions and industry environment
Despite the effects of the Russia-Ukraine war, the economy in Europe and
especially in Germany proved robust in 2022. In 2023, slight GDP growth of
between 0.7% and 0.9%%’ year-on-year is expected for the eurozone, and
growth of 0.2%4° year-on-year is expected for Germany. NFON has included
these effects in the forecasts and taken the slower economic growth into
account. A detailed description of risks and opportunities can be foundinthe
“Risks and opportunities” section.

Despite the current macroeconomic developments, the generally positive
assessment of conditions inthe sector still holds true: The market for business
communication market is still undergoing disruption and is growing. NFON
AG intends to benefit from this structural shift towards integrated cloud-based
products and solutions. Against the backdrop of this fransition, NFON con-
siders itself in a good position. In the company's view, the future of business
communication lies in the markets for unified communication and collabora-
tion and contfact centre products and in the newly emerging integrated

business communication market. The detailed presentation of market devel-
opments can be found in the sections on “General market characteristics”
and “General economic conditions and industry environment”.

Expected business performance of the NFON Group

After NFON significantly increased investments in staff and marketing in 2021
in particular, it began to implement measures to increase profitability and
reduce the investment volume at the start of the second half of 2022 in the
interests of profitable growth. In fiscal 2023, these measures will have a de-
cisive influence on operating earnings, adjusted EBITDA. The strategic initia-
tives relating to products, sales and partnerships will also continue to result
in revenue growth, whereby the growth rate is expected to be lower than in
previous years.

Expected development of key performance indicators

In connection with the strategy focused on profitable growth, NFON has re-
weighted the key performance indicators. Whereas the growth rate of recur-
ring revenue, non-recurring revenue as a share of total revenue, and seat
growth associated with cloud telephony were previously defined as key per-
formance indicators, adjusted EBITDA will be considered a key performance
indicator from 2023 onward, and seat growth will be reported only as a per-
formance indicator. This change is in line with the adjustment of the growth
strategy: In 2023, NFON pursues the goal of profitable growth. This growth is
still based on recurring revenue. However, this is increasingly generated by
products that are not based on seats. For example, these include the contact
centre solutions offered by NFON. For 2023, the company plans growth in
recurring revenue of a mid- to upper-single-digit percentage. Accordingly,
the company is planning for recurring revenue to account for >88% of total

39 https://www.bmwk.de/Redaktion/DE/Schlaglichter-der-Wirtschaftspolitik/2023/03/12-die-lage-der-weltwirtschaft.html (30 March 2023)
40 https://www.bundesregierung.de/breg-de/aktuelles/jahreswirtschaftsbericht-2023-2160264 (30 March 2023)
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revenue, which is slightly lower than the previous year's figure of 89.6 %.
Adjusted EBITDA is expected to be > EUR 4 million (2021: EUR -1.3 million).

Overall assessment of forecast development

Inline with the NFON Group's clearly formulated strategy to become the lead-
ing provider for integrated business communicationin Europe, the measures
to increase profitability infroduced in 2022 will come into play over the course
of 2023. With the cloud communications market in Europe expected to expand
rapidly, NFON feels it is well positioned for profitable revenue growth.

6. Takeover disclosures — Report of the
Management Board on the disclosures in accordance
with sections 289a and 315a HGB

Composition of issued capital, showing separately the rights and
obligations of each class and the share of the company'’s capital

For more information, please refer to the disclosures in note 13 to the consol-
idated financial statements.

Restrictions relating to voting rights or the transfer of shares

Each share confers one vote at the Annual General Meeting. There are no
restrictions on voting rights. All shares, including the shares held by existing
shareholders, grant the bearer the same voting rights.

Direct or indirect shareholdings exceeding 10% of voting rights
There were the following direct and indirect shareholdings exceeding 10%

of voting rights as at 31 December 2022:

Shareholdings

Direct/indirect shareholding exceeding

Name/company 10% of voting rights

Milestone Venture Capital GmbH,

registered office in Hosbach, Germany Direct 32.1%

Active Ownership Fund SICAV-FIS SCS,

Grevenmacher, Luxembourg Direct 17.2%

Voting rights notifications published by NFON AG are available online at:
https://corporate.nfon.com/en/news/ir-news/voting-rights.

Shares with special rights
NFON AG has not issued any shares with special rights.

Voting controls for employee participation
There are no voting controls.
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Statutory regulations and provisions of the Articles of Association

for the appointment and dismissal of members of the Management
Board and the amendment of the Articles of Association

Statutory regulations and provisions of the Articles of Association on the
appointment and dismissal of members of the Management Board are con-
sistent with section 84 of the Aktiengesetz (AktG — German Stock Corporation
Act). A member of the Management Board can be dismissed with or without
cause or replaced by way of Supervisory Board resolution at any time. The
Supervisory Board is authorised to make amendments to the Articles of As-
sociation that affect its wording only (Article 18(3) of the Articles of Association
of NFON AG).

Authorisations of the Management Board, in particular to issue or

buy back shares

The Management Board's authorisation to issue shares is regulated in Article
4 of the Articles of Association in conjunction with the statutory provisions. The
Management Board had the following authorisations to issue shares as at
31 December 2022:

Authorised capital

Authorised Capital 2019 was created by the extraordinary general meeting
on 12 December 2019 in the amount of EUR 3,000,000, EUR 1,505,555 of
which had been utilised. Thus, the remaining EUR 1,494,445 of Authorised
Capital 2019 in accordance with Article 4(3) of the Articles of Association did
not come close to exhausting the amount of authorised capital provided for
by law. In order to grant the company greater flexibility in its inancing, the
remaining Authorised Capital 2019 was cancelled and a new Authorised
Capital 2021 was created with the option for the moderate disapplication of
subscription rights.

The Management Board was authorised, with the approval of the Supervi-
sory Board, fo increase share capital on one or more occasions by a total of
up to EUR 4,140,281 by 23 June 2026 by issuing new no-par bearer shares
with profit participation rights from the beginning of the fiscal year in which
they were issued in exchange for cash or non-cash contributions (Authorised
Capital 2021). Further details can be foundin Article 4(3) of NFON AG's Articles
of Association.

Contingent Capital |

Following the partial utilisation of the Management Board's authorisation of
9 April 2018 to issue bonds, Contingent Capital | of EUR 2,892,046 remained
in accordance with Article 4(4) of the Articles of Association. As there were no
plans fo utilise the remaining authorisation volume before the end of the au-
thorisation window, Contingent Capital | was cancelled.

Contingent Capital Il (stock option plan)

The share capital of the company was confingently increased by up to a
further EUR 708,229 by issuing up to 708,229 new no-par value bearer shares
(Contingent Capital l). The contingent capitalincrease will only be carried out
to the extent that the holders of stock optionsissued by the company before
8 April 2023 on the basis of the authorising resolution of 9 April 2018 exercise
their subscription rights to shares of the company and the company does not
grant treasury shares or cash settlement in fulfilment of these rights. The new
shares in the company arising as a result of these subscription rights being
exercised parficipate in profits from the beginning of the fiscal year in which
they are issued. The Management Board was authorised, with the approval
of the Supervisory Board, to determine the further details of the confingent
capital increase.
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Contingent Capital 2021

In order to promote loyalty to NFON AG among members of the Management
Board and selected executives of NFON AG, as well as managing directors
and selected executives of its affliated companies, by granting special re-
muneration linked to the company’s success with a long-term incentive effect
and a risk nature on the basis of shares, by way of resolution of the Annual
General Meeting on 24 June 2021, the option was created to issue subscrip-
tion rights to NFON AG shares to members of the Management Board and
management, as well as selected employees of NFON AG and affliated com-
panies, in conjunction with a new 2021 stock option plan. The pre-existing
authorisation in conjunction with the 2018 stock option plan was utilised inthe
amount of EUR 708,229 at this time. The unused authorisation was also can-
celled by way of resolution of the Annual General Meeting and Confingent
Capital Il was reduced accordingly in Article 4(5) of the Articles of Association.

The share capital of the company was confingently increased by up to
EUR 947,883 by issuing up to 947,883 new no-par value bearer shares (Con-
tingent Capital 2021). Contingent Capital 2021 is intended to serve subscription
rights from stock options issued on the basis of the authorisation of the An-
nual General Meeting of the company on 24 June 2021 in the period from
24 June 2021 to 23 June 2026. The contingent capital increase will only be
carried out to the extent that stock options are issued and the bearers of these
exercise their subscription rights to shares of the company and the company
does not grant freasury shares or cash settflement in fulfilment of these rights.
Shares will be issued under Contingent Capital 2021 at the exercise price set
under the above authorisation of the Annual General Meeting of 24 June 2021.
The new shares participate in profits from the beginning of the fiscal year in
which they are issued. The Management Board is authorised, with the
approval of the Supervisory Board, to determine the further details of the
contingent capital increase.

Significant agreements of the parent company subject to a change

of control in the event of a takeover bid and their repercussions

No significant agreements of the parent company subject to a change of
controlin the event of a takeover bid have been entered info with subsidiar-
ies. Corresponding agreements have been made in the contracts with the
members of the Management Board. Accordingly, the company and the
member of the Management Board have a one-fime right to cancel the em-
ployment contract with notice of two months to the end of a month and fto
dismiss the member of the Management Board as at the same date. This
special right of termination only exists for one month from the date at which
a change of control that has actually occurred becomes known. The special
right of termination on the part of the company is thus dependent on the
knowledge of the Chairman or the Supervisory Board, while the special right
of termination on the part of the member of the Management Board is de-
pendent on that member's knowledge. A change of control requires at least
50.1% of the share capital to be consolidated under the control of a single
shareholder. In such event, the member of the Management Board receives
severance pay of two fixed annual salaries, limited to the total remuneration
owed for the remaining term including fringe benefits.

Compensation agreements of the parent company with members of

the Management Board or employees in the event of a takeover bid
Stock option plan

The options issued are not affected if a third party acquires control of the
company as referred to by section 29(2) of the Wertpapiererwerbs- und
Ubernahmegesetz (WpUG — German Securities Acquisition and Takeover
Act). A "delisting event” is deemed to have occurred if the shares of the com-
pany are no longer listed on an organised market (section 2(6) WpHG). Inthe
event of delisting, the beneficiary has the right under the statutory provisions
to demand that the company or its legal successor pays out the option value
for each option. The option value is paid out within two weeks of the occur-
rence of the delisting event.
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7. Group corporate governance declaration

The corporate governance declaration of the NFON Group includes the dis-
closures required in accordance with section 316d HGB in conjunction with
section 289f HGB and is published on the NFON AG homepage under Inves-
tor Relations (https://corporate.nfon.com/en/about-nfon/corporate-govern-

ance/declaration-of-compliance).

8. NFON AG (HGB)

The annual financial statements of NFON AG have been prepared in accord-
ance with the provisions of the German Commercial Code (HGB). The com-
ments on the Group also apply to NFON AG.

NFON AG (NFON]) is the parent company of the NFON Group and has its reg-
istered office in Munich, Germany. Its business address is Machtlfinger Str. 7,
81379 Munich.

8.1 Results of operations

Income statement of NFON AG (HGB) (condensed)

In EUR million 2022 2021

Revenue 539 48.1
Otheroperatingincome 06 03
Costofmaterials 65 -66
stoffcosts 257 208
Depreciationandamorfisation 12 11
Otheroperating expenses 09 372
Netinterestincome o1 01
ncometaxes o0 00
Profit/loss after taxes -20.1 -17.4
Other taxes 0.0 0.0
Net profit/loss for the year -20.2 -17.4
Revenue

Not including transfer pricing income or credit notes, sales amounted to
EUR 46.2 million in fiscal 2022 and EUR 43.3 million in fiscal 2021.

After adjustment for thisincome from transfer pricing, revenue increased by a
total of around 6.3% year-on-year in 2022 as a result of the larger customer
base (recurring revenue) and other services (non-recurring revenue). Revenue
adjusted for transfer pricing income comprises recurring revenue of
EUR 42.6 million and non-recurring revenue of EUR 3.6 million.
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Seats increased by 8.2% from 361,634 to 391,175. The growth is therefore
below the previous year's level (2021: 12.4%).

Recurring revenue as a share of total external revenue (92.0%) was higher
than the expected figure (88%), though the increase of 9.0% was lower than
in the previous year (2021: 11.8%, in line with the previous year's increase).
Among other things, this is due to the fact that the originally forecast rise in
seats was not achieved. The main reason for the deviation from planis to be
found in the weakening of the European economy due to the Ukraine war
and the pandemic, which also affected NFON AG's growth dynamics.

Other operating income

At EUR 0.5 million, other operating income is higher than the previous year's
figure of EUR 0.3 million due to greater reversal of provisions and anincrease
in offset non-cash employee benefits.

Cost of materials

The cost of materials fell by 0.5% despite the expansion of business activities.
Thisis due to a changed composition of the revenue mix with less low-margin
hardware revenue in fiscal 2022.

Staff costs

The increase in staff costs of 23.9% is due in particular to the ongoing strate-
gic recruitment drive. This also resulted in an increase in contributions and
pension expenses.

Depreciation and amortisation
Depreciation and amortisation increased due to replacement investment and
expansion investment in data centre capacity. No impairment was recognised.

Other operating expenses
Costs for other operating expenses increased from EUR 37.2 million in the
previous year to EUR 40.9 million in 2022.

A material portion of other operating expenses results from expenses for the
profit transfer by subsidiaries in conjunction with the application of the trans-
actional net margin method, with which NFON AG assumes subsidiaries’
start-up costs. The costs decreased from EUR 11.6 millionin the previous year
to EUR 9.9 million due fo the reduction of business activities in individual sub-
sidiaries (NFON France and NFON lberia).

Selling costs climbed from EUR 5.9 million (2021) to EUR 6.7 million.

Expenses for freelancers and consulting increased from EUR 5.4 million to
EUR 7.9 million in 2022. Freelancer and consultancy costs mainly include ex-
penses for external consultancy and support services provided by dffliated
companies in connection with sales, marketing, technology and develop-
ment. Furthermore, NFON evaluated opportunities for capital market trans-
actions in two major projects with the help of external consultants in 2022.

In IT, there was again a massive amount of investment in the launch of new
software tools. The associated costs rose from EUR 2.8 million in 2021 to
EUR 3.0 millionin 2022.

Net interestincome
The interest result improved slightly compared to the previous year (2022:
EUR -0.11 million vs. 2021: EUR -0.13 million).

Income taxes
No income taxes were incurred in 2022 or 2021 as earnings before taxes are
still negative.
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Other taxes
Only minor vehicle taxes are paid here.

Net loss for the year

The higher net loss for the year is essentially as a result of the acceleration
in recruitment (both at NFON AG itself and via subsidiaries), the consistently
high marketing costs with the aim of further expanding the market share,
and the increase in other operating expenses in conjunction with the larger
business volume.

The start-up costs of the subsidiaries, which NFON AG bears in conjunction
with its Group-wide transfer pricing system based on the transactional net
margin method, remain a significant cost item at NFON AG.

8.2 Financial position

The cash flow from operating activities is largely influenced by the net loss
for the year of EUR 20.2 million. Please refer to the comments on the results of
operations. The high cash outflow in 2022 was already anticipated in the
budget for this year and was updated and monitored in the forecasts during
the year and is mainly based on the investment activity and the loans ex-
tended to the subsidiaries.

Investing activities in the reporting year essentially include the cash outflows
for the expansion of data centre capacity.

As in the previous year, NFON AG's main source of financing in 2022 was the
proceeds from the capital increase performed in 2021.

NFON AG was able to meet its payment obligations at all times.

8.3 Assets and liabilities

Balance sheet of NFON AG (HGB) (condensed)

In EUR million 2022 2021
355

Fixed assets 39.2
Curentassets 126 308
prepaidexpenses 6 15
Assets 97 714
Equity 32.7 52.3
provisions 20 36
lobilties 2y 15.4
Deferredincome 02 02
Liabilities 49.7 71.4

Fixed assets

Amortisation of intfangible assets and depreciation of property, plant and
equipment amounted to EUR 1.2 millionin 2022. The decrease in fixed assets
is mainly due to the offsetting of loans and liabilities to affiliated companies.

Current assets

The reductionin current assets is mainly based on the year-on-year decrease
of EUR 16.7 million in bank balances and the decline in tfrade receivables of
EUR 1.2 million. Trade and other receivables had increased due to delayed
payments from major customers in 2021. These payments were received in
the 2022 financial year.
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Equity
Due to the net loss for the year, equity decreased by EUR 20.3 million. Capitall
reservesincreased by EUR 0.6 million on the basis of employee stock options
issued.

Provisions
The rise in provisions of EUR 0.4 million is essentially due to the higher bonus
provisions and holiday provisions.

Liabilities

Liabilities of EUR 12.9 million fell by EUR 2.5 million compared to the previous
year. The decrease is mainly due to the reduction in trade payables from
EUR 2.7 million as at 31 December 2021 to EUR 2.0 million as at 31 December
2022, as well as a reduction of EUR 2.7 million in liabilities to affiliated compa-
nies. The decrease is due to the adjusted accounting of the suppliers and the
offsetting of the loan and liability accounts of the affiliated companies.

8.4 Overall assessment of the economic situation

The economic performance of NFON AG in 2022 reflects the consistently tough
economic situation throughout Europe overall. The company confinued to
grow in terms of revenue, gross profit and seats in 2022, but fell just short of
its forecast targets. Recurring revenue increased as a share of total external
revenue.

8.5 Risks and opportunities

The business performance of NFON AG is subject to the same risks and op-
portunities as the Group. NFON AG participates in the risks of its subsidiaries
in full as these are exclusively wholly owned companies of NFON AG. How-
ever, the risk inventory in November 2022 identified no additional risks at the

subsidiaries that were not already included in the inventory or accounted for
in the budget for 2023-2027. The risks and opportunities are described inthe
report on risks and opportunities within the Group management report.

8.6 Outlook

In view of NFON AG's links with the Group companies, please refer to the state-
ments in the forecast report of the Group management report, which also
reflect the expectations for the parent company in particular. Specifically,
NFON AG is forecasting a slight year-on-year acceleration in the growth rate
of recurring external revenue in fiscal 2023, and that the share of recurring
external revenue within total external revenue will remain unchanged. In ac-
cordance with the changed key performance indicators at the level of the
parent company, NFON AG expects adjusted EBITDA of greater than EUR 4 mil-
lion. The company advises readers that deviations can occur between the
planning data and the figures actually achieved at the end of the year.

Munich, 24 April 2023

Dr Klaus von Rottkay
Chief Executive Officer

Jan-Peter Koopmann
The Management Board
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Consolidated statement of financial position

as at 31 December 2022

in EUR thousand

Non-current assets

Property, plant and equipment and IFRS 16

right-of-use assets 4/5
Intangible assets 6
Investmentsinassociates 7
Deferred tax assets 8
Other non-financial assets 11

Total non-current assets

Current assets

Inventories 9
Tradereceivables 10
Otherfinancialassets 10
Currentother non-financil assets 1
Cashandcashequivalents 12

Total current assets

Total assets

NFON AG ANNUAL REPORT 2022

Note 31.12.2022

8,736
34,045
672
262
420
44,135

87
9.276
390
2,314
13,218
25,285

69,420

31.12.2021 in EUR thousand
Equity
Issued capital 13
8,166 T
————————————————————— Capital reserves 13
29,999 T e
————————————————————— Loss carryforward
GAB T
————————————————————— Currency translation reserve
2,381
————————————————————— Total equity
197
41,385 Non-current liabilities
Non-current financial liabilities 16
Other non-current liabilities 11
165 T
————————————————————— Deferred tax liabilities 8
10,900
————————————————————— Total non-current liabilities
390
7777777777777 3007 Current liabilities
27,670 Trade payables 12
42,122 Current provisions 15
Current income tax liabilities 11
Current financial liabilities 16
Other non-financial liabilities 11
Total current liabilities
83,507 Total equity and liabilities

Note 31.12.2022

16,561
109,086
-78,404

5568
47,801

4,051

693
2,476
7,220

4,205
2,310
269
1,811
5,814
14,400

69,420

31.12.2021
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Consolidated income statement and consolidated statement of comprehensive income
for the period from 01 January to 31 December 2022

in EUR thousand Note 2022 2021 in EUR thousand Note 2022 2021

OBOO

Revenue 18 80,792 75,893 Attributable to:

Changes in inventories of finished goods and Shareholders of the parent company -15,682 -8,911

work in progress 0 L

—————————————————————————————————————————————————————————————————————————————————————————————————————————————————————— Non-controllin 0 0

Other operating income 19 1,088 S 1

—————————————————————————————————————————————————————————————————————————————————————————————————————————————————————— Other comprehensive income

Cost of materials -14,414 -14,453 (will be reclassified to profit or loss) -334 386

Staff costs 20 -37,428 -31,708 Taxes on other comprehensive income

"""""" (will be reclassified to profit or loss) 0 0

Depreciation, amortisation and impairments 4/5/6 -6,760 BT = ————————————E———————.

"""""""""" T Other comprehensive income after taxes -334 386 =

Other operating expenses 21 -35,267 -32,310 _ Z

"""" Total comprehensive income -15,916 -8,525 L

Impairment losses on trade and other receivables 12 -22 1 _— z

"""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""" Attributable to: Ll

Other tax expense -15 S8 —

T T A 3 Shareholders of the parent company -16.916 -8,625 <C

Income from continuing operations before netinterest [ —

income and income taxes -12,026 -8,970 Non-controlling interests 0 0 %

T —1

Interest and similar income 4 5 Net loss per share, basic (in EUR) 23 -0.94 -0.55 <C

Interest and similar expenses -188 -275 Net loss per share, diluted (in EUR) 23 -0.94 -0.55 %

Net interest income -184 -270 <

Income from associates 7 29 18 %

Earnings before income taxes -12,181 -9,222 a)

Income taxes 22 -134 -436 E

Deferred tax expense (previous year 22 -3,267 748 <DE

Consolidated net loss -15,582 -8,911 8
9p)]
5
)
™
o
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Consolidated statement of cash flows
for the period from 01 January to 31 December 2022

Note 2022

Profit/loss after taxes -15,582

in EUR thousand

1. Cash flow from operating activities

Adjustments to reconcile profit (loss) to cash provided

Income taxes 22 3,401
Inferestincome (expenses),net 184
Amorfisafionof intangible assefsand

depreciation of property, plant and equipment 4/5/6 6,760
Impaiment losses on frade and ofher receivables 2
 Equify-seffied share-based payment fransactions 14 486
Othernon-cashincomeandexpenses -64
Changesin:

Cinvemories 68
Tradeandotherreceivables 2,072
Tiadepayablesand other fiabiies 754
CProvisons 138
Income fromassociates 29
Income expenses) from sales of fixed assets -4
Iterestpaid 20
Income taxes received/paid, net o1
Fffects of changes in foreign exchangerates -334
Cash flow from operating activities -3,867

NFON AG ANNUAL REPORT 2022

2021 in EUR thousand
2. Cash flow from investing activities
-8,911 Proceeds from the disposal of property,
plant and equipment and infangible assets 4/6

—————————————————————— Payments for nvestmentsinproperty,
777777777777777 ‘311 plant and equipment 4
,,,,,,,,,,,,,,,, 210 paymentsforinvestments inintangible assefs 6

o Payments for the acquisition of shares i Meetecho
""""""""" —l Cash flow from investing activities
7777777777777777 381 3. Cash flow from financing activities
-31 Proceeds from capital increases 13
""""""""""" Repayments of loans and similar labiliies 16
6 Paymensncomectionwihleases
"""""" 1566  Otherproceedspayments
77777777777777 1471 Cash flow from financing activities
7777777777777777 7 90 Change in cash and cash equivalents
-18 Effects of changes in exchange rates on cash held
7777777777777777777 0 Cusl.'l m.'nd cash equiv.ulents at the
"""""""" 3 1()4 beginning of the period
_117 Cash and cash equivalents at the end of the period

-1,756

92

-1,200
-7,340

-8,448

-2,108
23
-2,085
-14,399
-53

27,670
13,218

2021

23,034

27,670

Cash and cash equivalents at the end of the period include bank deposits of EUR 309 thousand as af 31 Decem-
ber 2022 (31 December 2021: EUR 316 thousand) that cannot be repaid to the Group in full on account of collater-
al provided by customers with poor credit ratings. All restrictions on such deposits are of a short-term nature.
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Statement of changes in equity

as at 31 December 2022 @
S

Attributable to owners of the company
Currency @
Capital translation Loss Non-controlling

in EUR thousand Issued capital reserves reserve  carryforward Total equity interests Total

As at 01.01.2022 16,561 108,600 892 -62,822 63,231 0 63,231

Total comprehensive income for the period

Loss (income) for the period 0 0 0 -15,582 -15,682 0 -15,682

Other comprehensive income fortheperiod o o 384 o 384 o 334

Total comprehensive income for the period (o] -334 -15,582 -15,916 0 -15,916

Transactions with owners of the company

Equity-settled share-based payment fransactions 0 486 0 0 486 0 486

Total transactions with owners of the company o] 486 (o} o] 486 ] 486

As at 31.12.2022 16,561 109,086 558 -78,404 47,801 0 47,801
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®

Statement of changes in equity

as at 31 December 2021 @
S

Attributable to owners of the company
Currency @
Capital translation Loss Non-controlling

in EUR thousand Issued capital reserves reserve  carryforward Total equity interests Total

As at 01.01.2021 15,056 83,926 506 -53,911 45,577 o 45,577

Total comprehensive income for the period

Loss (income) for the period 0 0 0 -8,911 -8,911 0 -8911

Other comprehensiveincome fortheperiod o o 3 o 3w o 38

Total comprehensive income for the period o} 0 386 -8,911 -8,525 0 -8,525

Transactions with owners of the company

Capitalincrease performed in the reporting year 1,606 24,293 0 0 25,799 0 25,799

Equity-seflled share-based payment fransactions o 8l o o 81 o 381

Total transactions with owners of the company 1,506 24,674 o [} 26,180 (s} 26,180

As at 31.12.2021 16,561 108,600 892 -62,822 63,231 0 63,231
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1. Accounting principles

Company overview

NFON is a provider of voice-centric business communication
in Europe, has more than 50,000 business customers in
15 European countries, and has dffliated companies in
Germany, Austria, the UK, Spain, Italy, France, Poland and
Portugal. NFON also has a large network of partners for
sales operations in other countries.

NFON AG has its registered office at Machtlfinger Strasse 7,
81379 Munich, and is entered in the commercial register of
the Munich Local Court under HRB 168022. The company is
a stock corporation according to German law and is regis-
tered in Germany. The business headquarters are in Munich.

The consolidated financial statements for the fiscal year end-
ed 31 December 2022 were approved for publication by
Management Board resolution on 24 April 2023.

Consolidated financial statements

The consolidated financial statements and notes present the
operations of NFON AG (the “company”) and its subsidiaries
(together referred to as “"NFON" or the “Group”). The consol-
idated financial statements have been prepared in accord-
ance with International Financial Reporting Standards (IFRS)
as published by the International Accounting Standard
Board (IASB) and endorsed by the European Union (EU),
taking info account the interpretations of the International
Financial Reporting Interpretations Committee (IFRIC) and
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the accounting rules of section 316e(1) of the Handelsge-
setzbuch (HGB — German Commercial Code). These consol-
idated financial statements are based on the going concern
principle.

Currency

The consolidated financial statements have been prepared
in euro (EUR), which is the functional currency and reporting
currency of NFON AG. Unless stated otherwise, all values in
the consolidated financial statements and the accompany-
ing notes are rounded fo the nearest thousand euro
(EUR thousand) in line with commercial practice. Rounding
differences can therefore occur in the tables in the notes to
the consolidated financial statements.

Miscellaneous

The consolidated statement of financial position is divided
into current and non-current assets and liabilities in accord-
ance with IAS 1. The consolidated income statement has
been prepared in line with the nature of expense method.

Comparative information

The consolidated financial statements include amounts as
at and for the periods ended 31 December 2022 compared
to 31 December 2021.

2. Significant accounting policies

A. Basis of preparation

The financial statements have been prepared on an accrual
basis and are based on historical costs, modified, where
applicable, by the measurement af fair value of selected
non-current assets, financial assets and financial liabilities
and share-based payment fransactions.

The fiscal year is the calendar year.

B. New and amended standards effective for
the first time in the reporting year

NFON applied the following standards and amendments to
existing standards for the first time in the reporting period
beginning 1 January 2022:

* Onerous Contracts — Cost of Fulfilling a Contract (Amend-
ments to IAS 37), effective from 1 January 2022

* Annual Improvements to IFRSs 2018—2020 Cycle, effec-
tive from 1 January 2022

» Property, Plant and Equipment — Proceeds before In-
tended Use (Amendments to IAS 16), effective from 1 Jan-
uary 2022

» References to the Conceptual Framework (Amendments
to IFRS 3), effective from 1 January 2022

These amendments have no significant impact on the cur-
rent period, and are not expected to have a significant im-
pact on future periods.
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C. New standards not yet applied

The following standards are expected to have no effect or
only an insignificant effect on the consolidated financial
statements in the period when they are applied for the first
fime:

» Deferred Tax related to Assets and Liabilities arising from
a Single Transaction (Amendments fo IAS 12), effective
from 1 January 2023

» Classification of Liabilities as Current or Non-current
(Amendments fo IAS 1), effective from 1 January 2024

» IFRS 17 Insurance Contracts and Amendments to IFRS 17
Insurance Contracts, effective from 1 January 2023

» Disclosure of Accounting Policies (Amendments to IAS 1
and IFRS Practice Statement 2), effective from 1 January
2023

» Definition of Accounting Estimates (Amendments to IAS 8),
effective from 1 January 2023

» Lease Liability in a Sale and Leaseback (Amendments to
IFRS 16), effective from 1 January 2024

» Sale or Contribution of Assets between an Investor and
its Associate or Joint Venture (Amendments to IFRS 10
and IAS 28), effective date not yet set

NFON AG ANNUAL REPORT 2022

NFON applies new standards for the first time when they
become effective. The effective dates shown above are the
dates of initial application of the corresponding amendment
in the European Union. If the date of initial application is not
yet set (and for initial application from 1 January 2024), the
amendments have not yet been endorsed by the EU.

D. Basis of consolidation

The consolidated financial statements include all subsidiar-
ies controlled by NFON AG. All intercompany transactions
and balances have been eliminated. The financial state-
ments of NFON AG's subsidiaries are included in the com-
pany's consolidated financial statements from the date that
control commences until the date that control ceases, and
are prepared for the same reporting period using consistent
accounting policies.

Controlis achieved when the Group is exposed, or hasrights,
to variable returns from its involvement with the investee and
the ability to utilise its control so as to influence the amount
of returns from the investee.

Specifically, the NFON Group controls aninvestee, if and only
if the Group has:

« control over the investee (i.e. existing rights that give the
Group the current ability to control the relevant activities
of the investee);

* exposure, or rights, to variable returns from its involve-
ment with the investee; and

» the ability to utilise its control so as to influence the
amount of returns from the investee.

Itis typically assumed that a majority of voting rights results
in control.

The Group assesses whether or not it contfrols an investee if
facts and circumstances indicate that there are changes to
one or more of the three elements of control.

Profit or loss and each component of other comprehensive
income (OCl) are attributed to the shareholders of the parent
of the NFON Group and to the non-controlling interests, even
if this results in the non-controlling interests having a deficit
balance. When necessary, adjustments are made to the fi-
nancial statements of subsidiaries to bring their accounting
policies into line with the Group’s accounting policies. Allin-
tra-group assets and liabilities, equity, income and expens-
es and cash flows relating to transactions between members
of the Group are eliminated in full on consolidation.
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If the Group acquires a share of the equity held by non-
controlling interests, any difference between the amount of
the non-controlling interests in consolidated equity and the
fair value of the consideration paid or received is recognised
directly in consolidated equity.

Business combinations are accounted for using the acqui-
sition method. The cost of an acquisition is measured as the
aggregate of the consideration transferred, which is mea-
sured at acquisition date fair value, and the amount of any
non-controlling interests in the acquiree. For each business
combination, NFON measures non-confrolling inferests
either at fair value or at the proportionate share of the ac-
quiree's identifiable net assets. Acquisitionrelated costs are
expensed as incurred. Agreed confingent consideration is
recognised at fair value at the acquisition date. Subsequent
changes in the fair value of contingent consideration that
constitutes an asset or a liability are recognised in the in-
come statement in accordance with IFRS 9.

On initial recognition, goodwill is measured at cost, which is
calculated as the excess of the consideration transferred
over the identifiable assets acquired and liabilities assumed,
measured at fair value. If this considerationis lower than the
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fair value of the acquiree’s net assets, the difference is rec-
ognised in the income statement after another review.

After initial recognition, goodwill is measured at cost less any
necessary impairment. For the purposes of the impairment
test, the goodwill acquired in a business combinationis, from
the acquisition date onward, allocated to the cash-
generating units of the Group that are expected to benefit
from the business combination. This applies irrespective of
whether other assets or liabilities of the acquired company
are allocated to these cash-generating units.

The (fully) consolidated Group companies are as follows:

*  NFON AG, Munich, Germany (ultimate parent entity);

* nfon GmbH, St. Pélten, Austria (wholly owned subsidiary
of NFON AG);

* NFON UK Ltd., Maidenhead, United Kingdom (wholly
owned subsidiary of NFON AG);

* NFON Iberia SL, Madrid, Spain (wholly owned subsidiary
of NFON AG);

* NFON ltalia S.R.L., Milan, Italy (wholly owned subsidiary
of NFON AG);

* NFON France SAS, Paris, France (wholly owned subsidi-
ary of NFON AG);

» Deutsche Telefon Standard GmioH, Mainz (DTS) (wholly
owned subsidiary of NFON AG);

* NFON Developments Unipessoal LDA, Lisbon, Portugal
(wholly owned subsidiary of NFON AG);

* NFON Polska Sp.zo.o, Warsaw, Poland (wholly owned
subsidiary of NFON AG).

In addition, NFON AG holds a 24.9% interest in Meetecho
S.rl., Naples, ltaly (Meetecho), which as of 31 December 2022
is included in the consolidated financial statements of the
NFON Group as an associate using the equity method.

E. Property, plant and equipment

Property, plant and equipment are stated at historical cost
less cumulative depreciation and impairment. The present
value of expected costs for disposing of assets after use is
included in the cost of the corresponding asset if the rec-
ognition criteria for a provision are satisfied. Cost includes
expenditure that is directly attributable to the acquisition of
an asset.
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Subsequent costs only increase the carrying amount of the
original asset or are capitalised as a separate asset when
itis probable that an economic benefit will flow to the Group
in connection with the assets and that this benefit can be
reliably measured. All other repair and maintenance costs
are recognised directly in profit and loss as expenses in the
period they are incurred.

Depreciation of property, plant and equipment is recognised
on a straight-line basis over the estimated useful life. For
operating and office equipment the useful life is three to
15 years.

Leasehold improvements are depreciated over the shorter
of their estimated useful lives or the lease term.

The assets’ carrying amounts, depreciation methods and
usefullives are reviewed, and adjusted if appropriate, at the
end of each reporting period.

On disposal of items of property, plant and equipment, the
cost and related cumulative depreciation and impairment
are removed from the consolidated statement of financial
position and the net amount, less any proceeds, is recog-
nised in the consolidated income statement.
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Property, plant and equipment are tested forimpairment as
soon as events or changes in circumstances indicate that
the carrying amount of an asset may no longer be recover-
able. If necessary, the asset's recoverable amount is esti-
mated. The segments identified by management as the
operating segments are also the cash-generating units
(CGUs) for reviewing indications of impairment.

F. Intangible assets

Intangible assets are stated at cost less any cumulative am-
ortisation and impairment. The costs of development activ-
ities are capitalised when the recognition criteria of IAS 38 are
met. Subsequent expenditure is capitalised for existing other
intangible assets only if it satisfies the general recognition
criteria and enhances the functionality of an existing asset to
whichitrelates. All other expenditure oninternally generated
products or assets (e.g. research costs) is recognised in the
consolidated statement of profit and loss as incurred.

1. Goodwill

Goodwill acquired in the course of business combinations
is assumed — due to the lack of fime constraints on the gen-
eration of net cash flows for the Group —to have anindefinite
useful life. In accordance with IAS 36, impairment tests are
conducted at the level of the cash-generating units af least

once per year (at the end of the year) and when there are
indications of impairment. Once recognised, impairment
losses are not reversed in subsequent periods.

2. Customer base from business combinations

The customer base from business combinations has a finite
useful life. It is measured at fair value and amortised on a
straight-line basis over an estimated useful life, which as of
the reporting year is 15 years. In the previous year, the use-
ful life was 20 years. It was reduced in the reporting year in
line with the management's adjusted estimate. This change
in estimate increases the annual amortisation on the cus-
tomer base from EUR 251 thousand to EUR 353 thousand.

The customer base is tested for possible impairment if there
are indications that its net realisable value could have de-
creased.

3. Capitalised development projects
Development costs for newly developed software are cap-
italised as development projects if:

» aclear allocation of expenses is possible;
* both the technical feasibility and the marketing of the
newly developed products are ensured,;

OBOO

03 | NOTES



» the development activities are sufficiently likely to result
in future cash inflows;

* NFON intends and is able to complete and use the de-
velopment project; and

» adequate technical, inancial and other resources are
available to complete the development and be able to
use and sell the asset.

The capitalised development projects include all costs di-
rectly attributable to the development process. Financing
costs are capitalised if the development project constitutes
a qualifying asset as defined in IAS 23 and if the financing
costs are not immaterial.

After initial recognition of development projects, the assets
are measured at cost less cumulative amortisation and im-
pairment. Amortisation is recognised on a straight-line ba-
sis starting from the date when the newly developed prod-
uct or feature reaches the definition of done. This
amortisation is recognised on the basis of an estimated
useful life thatis usually between three and seven years. The
useful lives are assessed at least once per year to determine
whether they need to be shortened due fo technological
progress or other events.
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Development projects that are not yet completed are tested
for impairment annually and when there are indications of
impairment. Completed development projects that are sub-
ject to amortisation are tested for impairment when there
are indications of impairment. The segments identified by
management as the operating segments are also the CGUs
for reviewing the indications of impairment. Jointly used as-
sets that cannot be allocated to the cash-generating units
are tested forimpairment both individually at the level of the
units that use them and at the level of the group of these units
(there including jointly used assets).

Research costs are not capitalised and are recognised as
anexpense inthe income statement when they are incurred.

Research and development expenses amounted to
EUR 10,312 thousand in the reporting year (2021: EUR 8,696
thousand), EUR 5,265 thousand of which (2021: EUR 4,169
thousand) was capitalised as infangible assets. In addition,
development expenses for internally developed software
were capitalised in the amount of EUR 2,036 thousand (2021:
EUR 2,478 thousand).

The above principles also apply to the development of soft-
ware used internally and not inftended for direct marketing.

G. Impairment-Test

The recoverable amount of an asset or CGU is the greater
of its corresponding value in use and its fair value less costs
to sell. In assessing the value in use, the estimated future
cash flows are discounted to their present value using a dis-
count rate before tax that reflects current market assess-
ments of the value of money and the risks specific to the
asset or CGU. Animpairment loss is recognised if the carry-
ing amount of an asset or CGU exceeds its recoverable
amount. Such impairment losses are recognised in profit or
loss. Generally, the carrying amount of the goodwiill allocat-
ed to the CGU is reduced first. If this figure is zero, then pro
rata impairment is taken on the carrying amounts of the
other assets of the CGU/the group of CGUs. If there is an
indication of impairment of an asset within a CGU that con-
tains goodwill, however, the said asset is tested for impair-
ment first, before this test is performed for the CGU. Any im-
pairment is then initially allocated to the asset in question. If
any impairment remains, the (general) procedure described
above is applied accordingly.
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Animpairment loss on goodwill is not reversed in subsequent
years. Impairment on other assets can only be reversed tak-
ing into account any depreciation or amortisation recog-
nised in the interim.

H. Inventories

Inventories are measured at the lower of cost and net real-
isable value and written down as necessary. Net realisable
value is the estimated selling price less estimated costs of
completion and estimated costs necessary to make the sale.

If the circumstances that previously caused inventories to
be written down to an amount below cost no longer exist,
the amount of the write-down is reversed, so that the new
carrying amount is the lower of cost and revised net realis-
able value.

The Group's inventory mainly consists of a minimal stock of

hardware, e.g. telephones that are sold to customers or tem-
porarily used by customers for testing purposes.
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I. Financial instruments
Financial instruments are accounted for in accordance with
IFRS 9.

1. Recognition and initial measurement

of financial assets

Cash comprises cash onhand and bank balances. All high-
ly liquid investments with original maturities of three months
or less from the date of acquisition are considered cash
equivalents. Cash and cash equivalents are subsequently
measured at amortised cost.

Trade receivables are initially recognised when they are
originated. Customers are granted appropriate payment
terms based on an assessment of the customer's financial
situation. Trade and other receivables consist of amounts
billed and currently due from customers and other debtors
to the Group. All other financial assets and financial liabilities
areinitially recognised when the Group becomes a party to
the contractual provisions of the instrument. A frade receiv-
able without a significant financing component is initially
measured at the transaction price.

Aregular way purchase — or sale — of financial assets is rec-
ognised and derecognised as af the frade date.

Cash and cash equivalents comprise cash on hand, cash
balances and call deposits. These are recognised at fair
value plus fransaction costs that are directly attributable to
the acquisition or issue.

2. Classification and subsequent measurement

of financial assets

Oninitial recognition, a financial asset is classified as meas-
ured at amortised cost, fair value through other comprehen-
sive income (debt instruments) or fair value through profit or
loss (equity instruments). With the exception of current trade
receivables, financial assets are initially recognised af fair
value, including any fransaction costs.

Financial assets are not reclassified subsequent to their initial
recognition unless the Group changes its business model for
managing financial assets, in which case all affected finan-
cial assets are reclassified on the first day of the first reporting
period following the change in the business model.

A financial asset is measured at amortised cost if it meets
both the following conditions and is not designated aft fair
value through other comprehensive income.
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The asset is held within a business model whose objective
is to hold assets to collect contractual cash flows.

The confractual terms of the asset give rise on specified
datesto cash flows that are solely payments of principal and
interest on the principal amount outstanding.

Trade and other receivables are subsequently measured at
amortised cost using the effective interest method, less im-
pairment. The approach for measuring impairment losses
is describedin Note 10 (Trade receivables and other financial
assets).

All inancial assets not measured at amortised cost as
described above are measured at fair value through profit
or loss.

Business model assessment

The Group defines the business model in which the financial
assets are held at a portfolio level.
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Financial assets: Assessment whether contractual cash
flows are solely payments of principal and interest

The cash flow criterion is assessed in conjunction with clas-
sification. The classification then determines the measure-
ment category. For the purposes of the assessment, “prin-
cipal” is defined as the fair value of the financial asset on
initial recognition. “Interest” is defined as consideration for
the time value of money and for the credit risk associated

with the principal amount outstanding over a particular pe-
riod of fime and for other basic lending risks and costs (e.g.
liquidity risk and administrative costs), plus an appropriate
profit margin.

In assessing whether the contractual cash flows are solely
payments of principal and inferest, the Group considers the
contractual terms of the instrument.

Financial assets: Subsequent measurement and gains and losses

These assets are subsequently measured aft fair value. Net gains and losses, including

Financial assets at FVTPL

any interest or dividend income, are recognised in profit or loss.

These assets are subsequently measured at amortised cost using the effective interest
method. Interest income, foreign exchange gains and losses and impairment are
recognised in profit or loss. Any gain or loss on derecognition is also recognised in profit

Financial assets at amor-tised cost orloss.

These assets are subsequently measured af fair value. Interest income calculated
using the effective interest method, foreign exchange gains and losses and impair-
ment are recognised in profit or loss. Other net gains and losses are recognised in OCI.
On derecognition, gains and losses cumulatively recognised in OCl are reclassified to

Debt securities at FVOCI profit or loss.

These assets are subsequently measured at fair value. Dividends are recognised as
income in profit or loss unless the dividend clearly represents a recovery of part of the
cost of the investment. Other net gains and losses are recognised in OCl and are never

reclassified to profit or loss.
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Financial liabilities: Classification, subsequent
measurement and gains and losses

Financial liabilities are initially recognised at fair value, in-
cluding any transaction costs, according to the applicable
measurement category. They are then classified as mea-
sured at amortised cost or fair value through profit or loss.
Other financial liabilities are subsequently measured at am-
ortised cost using the effective interest method. Interest ex-
pense and foreign exchange gains and losses are recog-
nised in profit or loss. A financial liability is classified as at
FVTPLIfitis classified as held-for tfrading, it is a derivative or
it is designated as such on initial recognition. Financial lia-
bilities at FVTPL are measured at fair value and net gains
and losses, including any interest expense, are recognised
in profit or loss. Any gain or loss on derecognitionis also rec-
ognised in profit or loss.

3. Derecognition

Financial assets

The Group derecognises a financial asset when the confrac-
tual rights to the cash flows from the financial asset expire,
or it fransfers the rights to receive the contractual cash flows
from a transaction in which substantially all the risks and
rewards of ownership of the financial asset are transferred
or in which the Group neither transfers nor retains substan-
tially all the risks and rewards of ownership and it does not
retain control of the financial asset.
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In some circumstances, the renegotiation or modification of
the contractual cash flows of a financial asset can lead to
the derecognition of the existing financial asset in accord-
ance with IFRS 9. When the modification of a financial asset
results in the derecognition of the existing financial asset and
the subsequent recognition of the modified financial asset,
the modified asset is considered a “new"” financial asset.

Financial liabilities

The Group derecognises a financial liability when its con-
tractual obligations are discharged or cancelled, or expire.
The Group also derecognises a financial liability when its
terms are modified and the cash flows of the modified lia-
bility are substantially different, in which case a new financial
liability based on the modified terms is recognised at fair
value.

On derecognition of a financial liability, the difference be-
tween the carrying amount extinguished and the consider-
ation paid (including any non-cash assets fransferred or
liabilities assumed) is recognised in profit or loss.

4. Offsetting

Financial assets and financial liabilities are offset and the
net amount reported in the statement of financial position
when, and only when, the Group currently has alegally en-
forceable right to offset the amounts and it intends either to
settle on a net basis or to realise the asset and settle the
liability simultaneously.

5. Impairment of financial instruments

The scope of expected credit losses includes debt instru-
ments at amortised cost, contractual assets, lease receiva-
bles, inancial assets (FVOCI debt instruments) and certain
financial guarantees and loan commitments. The Group
recognises impairment losses for expected credit losses
(ECL) on financial assets measured at amortised cost through
profit or loss. Impairment losses for trade receivables and
contract assets are always measured af an amount equall
to lifetime ECL.

When determining whether the credit risk of a financial asset
hasincreased significantly since initial recognition and when
estimating ECL, the Group considers reasonable and sup-
portable information that is relevant and available without
undue cost or effort. This includes both quantitative and
qualitative information and analysis, based on the Group's
historical experience and informed credit assessment and
including forward-looking information.
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The Group assumes that the credit risk on a financial asset
hasincreased significantly if it is more than 30 days past due.

The Group considers a financial asset to be in default when
the counterparty files for bankruptcy. Lifetime ECLs are the
ECLs that result from all possible default events over the ex-
pected life of a financial instrument.

The maximum period considered when estimating ECLs is
the maximum contractual period over which the Group is
exposed to credit risk.

Measurement of ECLs

ECLs are calculated using the simplified approach. This
means that ECLs are recognised over the lifetime of trade
receivables and contract assets without the need to iden-
tify significant increases in credit risk.
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Credit-impaired financial assets

The Group assesses whether financial assets carried at
amortised cost are credit-impaired as at the end of each
reporting period. A financial asset is credit-impaired when
one or more events that have a detrimental impact on the
estimated future cash flows of the financial asset have
occurred.

Evidence that a financial asset is credit-impaired includes
the following observable data:

+ significant inancial difficulty of the borrower or issuer;

* a breach of contract such as a default or being more
than 90 days past due;

» the restructuring of a loan or advance by the Group on
terms that the Group would not consider otherwise;

+ it is probable that the borrower will enter bankruptcy or
other financial reorganisation; or

» the disappearance of an active market for a security
due to financial difficulties.

Presentation of impairment losses for ECL

in the statement of financial position

Impairment losses for financial assets measured at amor-
tised cost are deducted from the gross carrying amount of
the assets.

6. Depreciation

The gross carrying amount of a financial asset is written off
(either partially orin full) to the extent that there is no realistic
prospect of recovery. This is typically the case when the
Group determines that the debtor does not have assets or
sources of income that could generate sufficient cash flows
to repay the amounts to be written off. However, financial
assets written off can still be subject fo enforcement.

7. Finance income and costs
The Group's finance income and finance costs include:

e inferestincome; and
* inferest expense.

Interestincome or expense is recognised using the effective
interest method. Dividend income is recognised in profit or
loss when the Group's right to receive payment is established.

The effective inferest rate is the rate that exactly discounts
estimated future cash payments or receipts through the
expected life of the financial instrument to:

» the gross carrying amount of the financial asset; or
» the amortised cost of the financial liability.
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In calculating interest income and expense, the effective
interest rate is applied to the gross carrying amount of the
asset (when the asset is not credit-impaired) or to the am-
ortised cost of the liability. However, for financial assets that
have become credit-impaired subsequent to initial recog-
nition, inferestincome is calculated by applying the effective
interest rate to the amortised cost of the financial asset. If the
asset is no longer credit-impaired, then the calculation of
interest income reverts to the gross basis.

J. Fair value measurement

Fair value is the price that would be received fo sell an asset
or paid to transfer a liability in an arm’s length transaction
between market participants af the measurement date. The
fair value measurement is based on the presumption that the
transaction to sell the asset or transfer the liability takes place
either in the principal market for the asset or liability or, in the
absence of a principal market, in the most advantageous
market for the asset or liability. The principal or the most ad-
vantageous market must be accessible by the Group. The
fair value of a liability reflects its non-performance risk.
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The fair value of an asset or a liability is measured using the
assumptions that market participants would use when pric-
ing the asset or liability, assuming that market participants
actintheir economic best interest. A fair value measurement
of a non-financial asset takes into account a market partic-
ipant’s ability to generate economic benefits by using the
asset in its highest and best use or by selling it to another
market participant that would use the asset inits highest and
best use.

The best evidence of the fair value of a financial instrument
on initial recognition is typically the tfransaction price —i.e.
the fair value of the consideration given or received. If the
Group determines that the fair value on initial recognition
differs from the transaction price and the fair value is evi-
denced neither by a quoted price in an active market for an
identical asset or liability nor based on a valuation technique
for which any unobservable inputs are judged to be insig-
nificant in relation to the measurement, the financial instru-
ment is initially measured at the fair value, adjusted to defer
the difference between the fair value on initial recognition
and the transaction price. This difference is then recognised
in profit or loss over the term of the instrument.

The Group uses measurement techniques that are appro-
priate in the circumstances and for which sufficient data are
available fo measure fair value, maximising the use of rele-
vant observable inputs and minimising the use of unobserv-
able inputs.

All assets and liabilities for which fair value is measured or
disclosed in the financial statements are categorised within
the fair value hierarchy, described as follows, based on the
lowest level input that is significant to the fair value mea-
surement as a whole:

* Level 1. Quoted (unadijusted) market prices in active
markets for identical assets or liabilities.

* Level 2. Measurement techniques for which the lowest
level input that is significant to the fair value measure-
ment is directly or indirectly observable.

* Level 3: Measurement techniques for which the lowest
level input that is significant to the fair value measure-
ment is unobservable.
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K. Government grants

Government grant are recognised when there isreasonable
assurance that the grant will be received and the Group
complies with the conditions attached. Grants related to
costs are recognised as income over the period necessary
to match them with the related costs which they are intended
to compensate, on a systematic basis. Grants for an asset
are recognised in the statement of financial position as a
reduction of cost and reversed in equal amounts over the
expected useful life of the related asset as depreciation.

L. Foreign currency franslation

The financial statements of each entity are measured using
the currency of the primary economic environment in which
the entity operates (functional currency). The Group's con-
solidated financial statements are presented in EUR, which
is the reporting currency.

Transactionsin foreign currencies are translated info the re-
spective functional currencies of Group companies at the
exchange rates at the dates of the transactions.

Monetary assets and liabilities denominated in foreign cur-
rencies are translated into the functional currency at the
closing rate for the reporting period. Non-monetary assets
and liabilities that are measured at fair value in a foreign
currency are translated info the functional currency at the
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exchange rate when the fair value was determined.
Non-monetary items that are measured based on historical
cost in a foreign currency are translated atf the exchange
rate at the date of the tfransaction.

Foreign currency translation differences are recognised in
profit or loss.

The functional currency of the foreign subsidiary, NFON UK
Ltd. is pound sterling (GBP). The functional currency of the
foreign subsidiary NFON Polska Sp.z.0.0 is the Polish zloty
(PLN).

As at the end of the reporting period, the assets and liabili-
ties of these subsidiary are translated info the Group's re-
porting currency af the rate of exchange prevailing at the
end of the reporting period (spot exchange rate). The state-
ment of comprehensive income is tfranslated at the average
exchange rate for the reporting period. The foreign curren-
cy translation differences are reported in other comprehen-
sive income and recognised as a separate component of
equity. On disposal of the foreign entity, the foreign curren-
cy translation differences recognised up fo this point in eqg-
uity are recognised in the statement of comprehensive in-
come. The consolidated statement of cash flows is
translated at the average exchange rate for the period; cash
and cash equivalents are translated at the closing rate for
the period.

The following exchange rates (foreign currency unit in EUR)
have been used for the respective consolidated financial

statements:
Spot rates Average rates
As at As at
31.12.2022 31.12.2021 2022 2021
GBP 11275 1.1901 11727 1.1630
PLN 0.2136 0.2175 0.2135 0.2187
M. Equity

Ordinary shares are classified as equity. Incremental costs
directly attributable to the issue of new shares or stock op-
tions are recognised in equity as a deduction from issue
proceeds, less taxes.

If a Group company acquires instruments of the company,
for example on the basis of a share buyback plan or a share-
based payment plan, the paid consideration, including any
incremental directly attributable costs (lessincome taxes), is
deducted from equity applicable to the owners of the Group
astreasury shares until the shares are withdrawn or reissued.
If such ordinary shares are subsequently reissued, each
consideration received less directly attributable incremental
transaction costs and the related income tax effect are in-
cluded in the equity allocated to the owners of the Group.
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N. Share-based payments

As a form of remuneration and to help retain certain em-
ployees (including managers) at the Group, NFON issues
employee stock options (equity-settled share-based pay-
ments). These are reported and measured in accordance
with IFRS 2.

The fair value as at the grant date of equity-settled share-
based payment arrangements granted to employees is
recognised as a personnel cost, with a corresponding in-
crease in equity, on a straight-line basis over the vesting
period. This period ends on the day when it first becomes
possible to exercise the options. The fair value is calculated
by an external expert using a suitable option pricing model
and taking any market performance conditions into account.
There is no true-up for differences between expected and
actualresults. By contrast, non-market performance condi-
tions and the minimum holding period by the company are
reassessed in the quantity structure as at the end of each
reporting period.

The dilutive effect of the outstanding stock options is taken

info account, in line with dilution protection, when calculating
earnings per share.
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O. Provisions

A provision is recognised when there is a present legal or
constructive obligation as aresult of a past event, it is prob-
able that an outflow of economic benefits will be required to
settle the obligation and that obligation can be measured
reliably. If the effect of the time value of money is material,
provisions are discounted using a discount rate that reflects
current market assessments and the risks specific to the ob-
ligation. The corresponding interest effect in recognised in
the income statement in the finance result. Provisions are
reviewed on aregular basis and adjusted to reflect manage-
ment's best current estimates. As provisions are subject fo
certain discretion, the future settlement of the respective
obligation can deviate from the amounts recognised in pro-
visions. Significant estimates are involved in the determina-
tion of provisions related to legal and regulatory proceedings
and governmental investigations.

Further details on provisions can be found in note 16 — Pro-
visions and note 27 — Contingencies and commitments.

P. Leases

At the inception of a contract, the Group assesses whether
the contractis, or contains, alease. A contract is, or contains,
a lease if the contract conveys the right to control the use of
anidentified asset for a period of fime in exchange for con-
sideration. To assess whether a contract contains the right
to control an identified asset, the Group uses the definition
of alease in accordance with IFRS 16.

At the commencement date, the Group recognises a right-
of-use asset and a lease liability. The right-of-use asset is
initially measured at cost, which corresponds fo the initial
measurement of the lease liability, adjusted for payments
made on or before the commencement date, plus any initial
direct costs and the estimated costs to dismantle or remove
the underlying asset or to restore the underlying asset or the
site on whichitislocated, less any lease incentives received.

The right-of-use asset is then amortised on a straight-line
basis from the commencement date until the end of the
lease term, unless ownership of the underlying asset is trans-
ferred fo the Group at the end of the lease term or the cost
of the right-of-use asset reflects that the Group will exercise
apurchase option. Inthis case, the right-of-use assetis am-
ortised over the useful life of the underlying asset, which is
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determined according to the provisions for property, plant
and equipment. In addition, the right-of-use asset is contin-
uously adjusted for impairment, where necessary, and to
reflect certain remeasurements of the lease liability.

The lease liability is initially recognised at the present value
of the lease payments not yet paid at the commencement
date, discounted at the interest rate implicit in the lease or, if
this cannot be readily determined, af the Group's incremen-
tal borrowing rate. The Group normally uses its incremental
borrowing rate as the discount rate.

To determine its incremental borrowing rate, the Group ob-
tains interest rates from various external financial sources
and makes certain adjustments fo take account of the lease
conditions and the type of asset.

The lease payments included in the measurement of the
lease liability comprise:

» fixed payments, including de facto fixed payments

» variable lease payments that are linked fo an index or
(interest) rate, initially measured using the index or (infer-
est) rate applicable at the commencement date
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* amounts that are expected to be payable on the basis
of aresidual value guarantee

» the exercise price of a purchase option if the Group is
reasonably certain that it will exercise this option, lease
payments for an extension option if the Group is recson-
ably certain that it will exercise this option, and penalty
payments for early termination of the lease unless the
Group is reasonably certain that it will not terminate the
lease early.

The lease liability is measured at its amortised carry amount
using the effective interest method. It is remeasured if:

» the future lease payments change as a result of an in-
dex or (interest) rate change,

» the Group adjusts its estimate for the expected pay-
ments under a residual value guarantee,

» the Group changes its assessment regarding the exer-
cise of a purchase, extension or termination option, or a
de facto fixed lease payment changes.

In the event of such a remeasurement of the lease liability,
the carrying amount of the right-of-use asset is adjusted
accordingly and this adjustment is recognised through
profit or loss if the carrying amount of the right-of-use asset
has fallen to zero.

The Group has opted not to recognise right-of-use assets
or lease liabilities for leases for low-value assets (with a cost
of less than EUR 6 thousand) or short-term leases, including
IT equipment. The Group recognises the lease payments in
connection with these leases as an expense on a straight-
line basis over the term of the lease.

Q. Revenue

According to IFRS 15, Revenue from Contracts with Custom-
ers, NFON recognises revenue fo present the transfer of
promised goods or services to customers in an amount that
reflects the consideration to which the entity expects to be
entitled in exchange for those goods or services. The follow-
ing five-step modelis used:

« identify the contract(s) with a customer;

 identify the performance obligations in the contract;

* determine the transaction price;

+ dallocate the fransaction price to the performance obli-
gations in the confract;

* recognise revenue when (or as) the entity satisfies a per-
formance obligation.

Customer contracts are typically month-to-month contracts,
i.e. they do not have a minimum contract duration and re-
newed month by monthif not cancelled. However, there are
also contracts with a minimum contract duration, e.g. 12, 24
or 36 months. Customer contracts include (i) recurring ser-
vices, and (ii) non-recurring services and products.
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A performance obligation is the unit of account for revenue
recognition under IFRS 16. Af contract inception, NFON as-
sesses the goods or services promised in the contract and
identifies the follows as a performance obligation:

* agood or service (or a bundle of goods or services) that
is distinct; or

» a series of distinct goods or services that are substan-
tially the same and that have the same pattern of trans-
fer to the customer.

NFON performs such evaluation for all goods or services
promised and activities explicitly stated in arrangements
with the customer. For example, monthly telephone services
and delivery of hardware are capable of being distinct, and
distinct within a contract. Services such as activation fees or
porting of existing numbers are not deemed separate per-
formance obligations asit results in an extension of the NFON
neftwork and does not transfer a good or service fo the cus-
tomer. Further, the customer cannot choose not fo purchase
activation activities without significantly affecting the month-
ly felephone services.
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1. Recurring revenue

Recurring revenue is generated when customers pay for
monthly telephone services under a per seat model fo use
NFON's cloud technology. The amount of monthly licence
fee per customer is dependent on the type and number of
available optional features and vertical solutions and the
maximum number of devices that can be used per seat. The
licence fees deviate marginally in different countries. All tar-
iffs across segments and regions offer customers the ad-
vantage that all platform, maintenance and feature up-
grades are included in the monthly licence fee and updates
are available automatically for every user once released,
without the need for additional on-site service. Customers
can pay NFON for voice telephony usage (i.e. airtime) either
onthe basis of aflat rate for airtfime or on a per minute-based
charging model. Customer contfracts can also include both:
amonthly flat rate and monthly variable per-minute airtime
services.

If monthly telephone services are provided to the customer,
revenue is recognised on a monthly basis.

2. Non-recurring revenue

Non-recurring revenue is mainly generated when hardware
and communication devices are sold to customers and when
specific consulting/training services are provided to the cus-
tomers.

Recurring and non-recurring revenue is measured based
on the consideration specified in a contract with a customer
and excludes amounts collected on behalf of third parties.
The Group recognises revenue when it transfers the control
over a product or service to a customer.

The Group combines two or more confracts when the con-
tracts are entered info at or near the same fime with the same
customer or related parties of the customer, contracts are
entered with a single performance objective where the
amount of consideration of one contract is dependent on
the price or performance of the other contract and the goods
or services promised in the contracts are single performance
obligations. Total consideration in the contract is allocated
to allthe products and services based on the relative stand-
alone selling prices of each performance obligation.
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The Group recognises the revenue when the customer ob-
tains control of the goods or services. Under sales of hard-
ware, control is transferred in the form of delivery of the
hardware, i.e. at this point in fime. If non-recurring products
and services are delivered or provided, the revenue is when
the performance obligation is fulfilled.

3. Month-to-month contracts

For month-to-month contracts, revenue is recognised over
time inthe month when the corresponding service was ren-
dered. Such contracts include an obligation with regards to
monthly telephone services, and at times, an obligation with
regards to hardware sales and other non-recurring services
af the beginning of the contract.

4. Long-term contracts

For long-term contracts, i.e. confracts with minimum confract
duration, NFON determines at the inception of a contract
whether goods and services are capable of being distinct
and distinct within the context of the contract.

The hardware and the monthly telephone services are sep-
arable in NFON's contract as they are not inputs for a single
asset (i.e. a combined output) which indicates that NFON is
not providing a significant integration service. Neither the
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hardware nor the monthly telephone services significantly
modify or customise each other. In some cases, NFON sub-
sidises the hardware sold for the customer.

Non-recurring services such as activation of the ports or
porting of existing numbers result in the extension of NFON's
neftwork. Customers cannot choose to not purchase activa-
tion activities, for example, without significantly affecting the
monthly telephone services (service not possible without
activated port). Additionally, the customer cannot choose to
contract with different parties for the activation activities on
the one hand and the monthly telephone services on the
other hand. Therefore, NFON concludes that non-recurring
services such as activation or porting are not a separate
performance obligation. The consideration received for ser-
vices which do not qualify as a performance obligation is
allocatedto the performance obligations over the life of the
contract.

Long-term contracts include fixed consideration (e.g. fixed
monthly fees for airtime or the price for hardware) and vari-
able consideration (e.g. fee per usage), but not a significant
financing component. At the inception of the contract, after
identifying the relevant performance obligations, NFON
determines the estimated transaction price for the total ini-
tially committed fixed consideration. Variable future consid-
eration for the fee per usage is not committed at inception,

and thus is not included in the estimated transaction price.
The total consideration is allocated based on the relative
standalone selling prices to the non-recurring products and
services onthe one hand and the recurring, i.e. monthly ser-
vice performance obligation, on the other hand. At the level
of the performance obligation, NFON determines whether
revenue is recognised over time or at a point in time.

Relative standalone selling prices are based onthe Group's
price list which is available to customers and potential
customers.

Revenue relating to long-term contracts is recognised over
time. Where NFON has fulfilled its performance obligation
for a specific service or product within the customer contract,
the Group recognises revenue. If the Group has not issued
an invoice, then the entitlement to the consideration is rec-
ognised as other non-financial asset. There is a reclassifi-
cation to trade receivables when the entitlement to the pay-
ment becomes unconditional. A contract liability is reported
in the statement of financial position under other non-
financial assets when a customer has paid consideration
prior fo the entity fulfilling its performance obligation by
transferring the related good or service to the customer.
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5. Incremental costs of obtaining a contract

NFON regularly enters into commission arrangements with
different partners, dealers and other third parties. Commis-
sion that can be incurred by NFON at the start of the contract
(i.e. one-time) and on a monthly basis is capitalised as costs
of obtaining the contract when they are incremental and are
expected to be recovered. This capitalised commission is
reversed in line with revenue recognition for the associated
contract. If the expected amortisation period is one month,
then the commission fee is expensed immediately when
incurred.

R. Income taxes

Current tax and deferred tax are recognised in profit or loss
except to the extent that it relates fo a business combination,
or items recognised through other comprehensive income
or directly in equity.

Current tax assets and tax liabilities for the current and ear-
lier periods are measured at the amount expected to be
refunded by the tax authority/paid to the tax authority. The
amount is calculated based on the tax rates and tax laws
applicable at the end of the respective reporting period.
Current tax also includes any tax arising from dividends.
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Deferred taxis recognised using the liability method on tem-
porary differences between the tax bases of assets and
liabilities and their carrying amounts for financial reporting
purposes as at the end of the reporting period. Deferred tax
liabilities are recognised for all taxable temporary differ-
ences, except:

* when the deferred tax liability arises from the initial rec-
ognition of goodwill or an asset or liability in a transac-
tion that is not a business combination and, at the time
of the transaction, affects neither the accounting profit
nor taxable profit or loss; and

* inrespect of taxable temporary differences associated
with investments in subsidiaries, when the timing of the
reversal of the temporary differences can be controlled
and it is probable that the temporary differences will not
reverse in the foreseeable future.

Deferred tax assets are recognised for all deductible tem-
porary differences, the carry forward of unused tax credits
and any unused tax losses. Deferred tax assets are recog-
nised fo the extent that it is probalble that taxable profit will
be available against which the deductible temporary dif-
ferences, and the carry forward of unused tax credits and
unused tax losses can be utilised, except:

* when the deferred tax asset relating to the deductible
temporary difference arises from the initial recognition
of an asset or liability in a fransaction that is not a busi-
ness combination and, at the time of the transaction,
affects neither the accounting profit nor taxable profit or
loss: and

* in respect of deductible temporary differences asso-
ciated with investments in subsidiaries are recognised
only to the extent that it is probable that the temporary
differences will reverse in the foreseeable future and
taxable profit will be available against which the tem-
porary differences can be utilised.

The carrying amount of deferred tax assets is reviewed at
the end of each reporting period and reduced to the extent
that it is no longer probalble that sufficient taxable profit will
be available to allow all or part of the deferred tax asset to
be utilised. Unrecognised deferred tax assets are reassessed
af the end of each reporting period and are recognised to
the extent that it has become probable that future taxable
profits will allow the deferred tax asset to be recovered.
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Deferred tax assets and liabilities are measured at the tax
rates that are expected to apply to the period when the asset
isrealised or the liability is settled, based on the fax rates and
tax laws in effect as af the end of the reporting period. Future
changes fo tax rates are recognised as at the end of the re-
porting period provided material substantive conditions in
the context of legislative procedures have been fulfilled.

In accordance with IAS 12.74, deferred taxes are offset if the
requirements for offsetting have been met.

IFRIC 23 clarifies the application of the recognition and
measurement requirements of IAS 12 when there is uncer-
tainty over the income tax treatment. For the purposes of
recognition and measurement, estimates and assumptions
need to be made, for example with regard to whether an
assessment isto be made separately or together with other
uncertainties, whether a likely or expected value is to be
used for the uncertainty, and whether changes have
occurred in comparison to the prior period. The detection
risk when accounting for uncertain items in the statement of
financial position is insignificant. Items are accounted for
based on the assumption that the taxation authorities will
examine the matter in question and have access to all
relevant information. There is no significant impact on the
consolidated financial statements of NFON AG.
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S. Earnings per share

1. Basicearnings per share

Basic earnings per share are calculated by dividing the profit
attributable to the owners of the company. This does not
include the costs of servicing equity (except for ordinary
shares and the weighted average number of outstanding
ordinary shares in the fiscal, adjusted for bonus shares
issued in the fiscal year) or treasury shares.

2. Diluted earnings per share
For diluted earnings per share, the value used to calculate
basic earnings per share is adjusted to reflect:

» the after-tax effect of interest and other finance costs
related to the dilution of potential ordinary shares; and

+ the weighted average number of additional ordinary
shares that would have been outstanding assuming the
conversion of all dilutive potential ordinary shares.

T. Segment reporting

Segment reporting takes place in a way which matches the
internal reporting to the Group's chief operating decision
maker.

3. Summary of estimates,
judgements and assumptions

The preparation of consolidated financial statements in
accordance with IFRS requires management fo make judge-
ments, estimates and assumptions that affect the applica-
tion of accounting policies and the reported amounts of
assets, liabilities and disclosures of contingent assets and
liabilities af the date of these financial statements and the
revenue and expenses recognised for the periods present-
ed. Estimates and underlying assumptions are reviewed at
end of each reporting period. Revisions to accounting esti-
mates are recognised in the reporting period in which the
estimate is revised and future reporting periods, if relevant.

Information on assumptions and estimation uncertainty with
a significant risk of causing a material adjustment to the car-
rying amounts of assets and liabilities in the next reporting
period is presented below.
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A. Share-based payment (IFRS 2)

The Group measures the costs of granting equity instruments
and share appreciation rights to employees af the fair value
of these equity instruments and share appreciation rights
as atf the grant date or the end of the reporting period. To
estimate the fair value, a suitable measurement method
must be specified for the granting of equity instruments and
share appreciation rights; this is dependent on the grant
conditions. It is also necessary to determine the expected
option term, volatility and dividend yield as well as benefi-
ciary turnover and other assumptions. Further details can
be found in note 14 — Share-based payment.

B. Defining cash-generating units and
determining the recoverable amount

when testing goodwill and non-current
assets for impairment

Please refer to note 2.F. and G. — Significant accounting
policies — Intfangible assets and impairment testing. The
planned revenue and the discount rate used in the impaiir-
ment fests involve estimates to a large extent.
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C. Development costs

Development costs are capitalised as described in note
2.F.3. — Significant accounting policies — Intangible as-
sets —Capitalised development projects. Initial capitalisation
of costs is based on management's judgement that tech-
nological and economic feasibility is confirmed, usually
when a development project has reached a defined mile-
stone according to an established project management
model. In determining the amounts to be capitalised, man-
agement makes assumptions regarding the future econom-
ic success of the products or features resulting from the de-
velopment projects. The corresponding carrying amounts
are shown under note 6 — Infangible assets.

D. Current and deferred taxes

Current taxes entail the risk that changes in tax legislation,
administrative practice or case law could have adverse tax
consequences for the company.

Also, the Group has tax loss carryforwards of various legal
entities in different tax jurisdictions that could result in lower
tax paymentsin future years. Deferred tax assets have been

recognised to the extent that their recovery is probable,
taking into account the projected future taxable income of
the related entity. In the reporting year, deferred tax assets
were recognised on the tax loss carryforwards at NFON
Polska in the amount of EUR 88 thousand as it is assumed
as at 31 December 2022 that this company will have corre-
sponding tax loss carryforwards that can be offset against
taxable income in the coming years. Further details on the
accounting policies forincome taxes and income tax disclo-
sures can be found in note 22 — Income taxes.

E. Expected credit loss on financial assets

We apply assumptions and estimates in determining the
expected credit loss of financial assets. Further details can
be found in note 12 — Financial instruments — (Impairment of
financial instruments).
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4. Property, plant and equipment

The maijor categories of property, plant and equipment
and changes in the carrying amount of each category is
as follows:

OBOO

A. Reconciliation of gross carrying amount

in EUR thousand 01.01.2022 Additions Disposals 31.12.2022
Cost

Leasehold improvements 361 231 58 534

Operating and office equipment 8,452 942 540 8,853
Total cost 2022 8,813 1,172 598 9.387
in EUR thousand 01.01.2021 Additions Disposals 31.12.2021
Cost

Leasehold improvements 339 22 0 361

Operating and office equipment 7,313 1181 43 8,452
Total cost 2021 7,653 1,203 43 8,813
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B. Reconciliation of cumulative depreciation
and amortisation and carrying amount

Depreciation and
in EUR thousand 01.01.2022 amortisation Disposals 31.12.2022

OBOO

Depreciation and amortisation

Leasehold improvements 108 82 36 1565
Operating and office equipment 5,472 1,290 540 6,222
Total depreciation and amortisation 2022 5,580 1,373 577 6,376

Depreciation and
in EUR thousand 01.01.2021 amortisation Disposals 31.12.2021

Depreciation and amortisation

Leasehold improvements 80 28 0 108
Operatingandoficeequipment 4224 125 8 547
Total depreciation and amortisation 2021 4,304 1,293 18 5,580
Carrying amounts The Group did not recognise any impairment on property,

plant and equipment for the years ended 31 December
in EUR thousand 31.12.2021 2022 and 2021. The effect of exchange rate changesis im-
- material.
Carrying amount

Leasehold improvements 379 253
Operating and office equipment 2681 2979
Total carrying amount 3,011 3,232
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5. Right-of-use assets from leases

A. Reconciliation of gross carrying amount
Right-of-use assets from leases developed as follows:

in EUR thousand 01.01.2022 Additions Disposals 31.12.2022
Gross carrying amount
Right-of-use assets from leases for buildings 8,270 2933 308 10,893
Right-of-use assets from leases for vehicles 1,339 94 0 1,433
Bicycles 0 6 0 6
Operating and office equipment Q90 0 0 90
Total right-of-use assets from leases in 2022 9.699 3,033 308 12,423
in EUR thousand 01.01.2021 Additions Disposals 31.12.2021
Gross carrying amount
Right-of-use assets from leases for buildings 8,104 166 0 8,270
Right-of-use assets from leases for vehicles 1,106 389 -155 1,339
Operating and office equipment 0 90 0 90
Totalright-of-use assets from leases in 2021 9.209 645 -155 9.699

NFON AG ANNUAL REPORT 2022
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B. Reconciliation of cumulative depreciation
and amortisation and carrying amount

Depreciation and

in EUR thousand 01.01.2022 amortisation Disposals 31.12.2022
Depreciation and amortisation

Right-of-use assets from leases for buildings 3976 1,637 18 5,695

""""""""""" 72 299 o 1000

"""""""""""" o 1 o 1

Operating and office equipment 18 14 777777777777777777777777 0 31

Total depreciation and amortisation 2022 4,765 1,950 18 6,697

Depreciation and

in EUR thousand 01.01.2021 amortisation Disposals 31.12.2021
Depreciation and amortisation

Right-of-use assets from leases for buildings 2,611 1,465 0 3976

Right-of-use assefs fromleases for vehicles 864 v a2 772

Operatingandoficeequipment o 1 o 18

Total depreciation and amortisation 2021 3,075 1,801 =112 4,765
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in EUR thousand

Carrying amount

Right-of-use assets from leases
for buildings

Right-of-use assets from leases
for vehicles

Operating and office equipment

Total carrying amount

31.12.2022

31.12.2021

OBOO

03 | NOTES



6. Intangible assets

A. Reconciliation of gross carrying amount
Intangible assets developed as follows:

in EUR thousand 01.01.2022 Additions Reclassification Disposals 31.12.2022
Gross carrying amount
Software 3,035 33 0 0 3,068
Internally genercted software (inprogress) 3gsl 205 4084 o 1,833
Internally generated software o o 4054 4054
Copitalised development projects 7445 o se2l 0 1L.069
Capitalised development projects in development 4216 5264 3621 186 5753
“Customerbase 5013 o o o 5,013
Goodwill 184 o o 0 12534
Otherintangibleassets 2 28 o 409
Total intangible assets in 2022 36,248 7.619 [} 136 43,732
in EUR thousand 01.01.2021 Additions Reclassification Disposals 31.12.2021
Gross carrying amount
Software 2,943 39 53 0 3,035
T 2478 o o 3,851
""""""" 68% 8% 102 0 7445
""""""" 1608 388 o 33 4246
""""""" 5013 o 02 0 5013
12834 o o o 125
Otherintangibleassets s 9 5 5 124
Total intangible assetsin 2021 29,483 6,804 o} 39 36,248
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B. Reconciliation of cumulative depreciation
and amortisation and carrying amount
Cumulative amortisation is as follows:

Depreciation and
in EUR thousand 01.01.2022 amortisation Impairment Disposals 31.12.2022

OBOO

Amortisation of intangible assets

Software 1960 527 0 0 2,487

Internally generated softwarre (inprogress) o o o o 0

Cternally generated software o st o o 531

Copitaliseddevelopment profects 3486 1968 o o 5,424

Copifalised development projectsindevelopment o o o o 0

Customerbase 7m0 s o o 1,063

Goodwil o o o o 0

Otherintangbleassets e s o o 181

Total amortisation of intangible assets 2022 6,249 3,437 [} [} 9.687

Depreciation and

in EUR thousand 01.01.2021 amortisation Impairment Disposals 31.12.2021

Amortisation of intangible assets

Software 1,491 467 0 0 1960

CIternally generated softwarre (inprogress) o o o o 0

Copitlised development projects a2 22 o o 3,465

Copitdlised development projectsindevelopment o o o o 0

™ T~ O B B %

Goodwil 0 0 0 0 0 6

Otherintangbleassets 10 we o o 124 >

Total amortisation of intangible assets 2021 2,403 3,745 101 [} 6,249 ;
o
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Carrying amounts

31.12.2022 31.12.2021

Software 581 1,076

in EUR thousand

Carrying amount

internally generated software

(in progress) 1,833 3,851
 Internally generated software 3528 0
 Capitdlised development projects 664 3990
Capitdlised development projects

in development 5,763 4,245
cusomerbase 340 4303
Goodwil 12634 12634
Otherintangible assets 228 0
Total carrying amount 34,045 29,999

The effect of exchange rate changes is immaterial. The
other intangible assets were purchased.
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C. Purchased goodwill

Derivative goodwill of EUR 12.5 million was recognised as af
31 December 2022 (31 December 2021: EUR 12.5 million), for
which an annual impairment test must be performed. No
impairment losses were recognised in fiscal 2022 or the pre-
vious year.

A legally independent entity is regarded as a cash-gener-
ating unit if it is able to generate revenue largely inde-
pendently of other Group companies on the basis of its own
market responsibility, customer base and sales channels.

EUR 12.4 million of the goodwill recognised as at 31 Decem-
ber 2022 — unchanged since 31 December 2021 — resulted
from NFON AG's acquisition in 2019 of Deutsche Telefon
Standard GmbH, Mainz (DTS), and EUR 150 thousand from
the acquisition in 2020 of assets, contractual relationships
and the existing employment contracts of Onwerk GmibH,
Mannheim (Onwerk).

The recoverable amount for DTS is calculated based on the
value inuse of the cash-generating unit. The cash flows used
are the expected cash flows for the next five years based on
the approved budget. The approved budget is based par-
tially on past experience and partially on management
forecasts for future business performance. The average
CAGR in the detailed planning phase (five years)is 5.7%. The

perpetual annuity assumes growth in revenue of 1.6% (2021:
0.1%) and an EBIT margin of 19.7%. In the previous year, the
growth of revenue in the perpetual annuity was based on
the basic inferest rate. In the reporting year, this growth is
below the basic interest rate in effect as at the end of the
reporting period. The discount rate used reflects the specific
risks of the asset measured. It is calculated in line with the
capital asset pricing model (CAPM), under which the equity
costs are composed of the risk free interest rate and a risk
premium calculated as the difference between the average
market return and the risk-free interest rate multiplied by the
risk specific to the company (beta factor). The beta factor is
derived from a group of comparable companies. A discount
rate of 9.92% (8.42% for perpetual annuity) was used in 2022
(2021: 6.79% or 6.69% for perpetual annuity).

D. Acquired customer base

The recognised customer base of EUR 3,949 thousand
(81 December 2021: EUR 4,303 thousand]) results from the
acquisition of DTS as at 1 March 2019. In the reporting year,
the original 20-year amortisation period was reduced to
15 years. This change in estimate is based on the adjusted
expected useful life of the customer relationships. Amortisa-
tion in the reporting year amounted to EUR 354 thousand
(2021: EUR 251 thousand).
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E. Capitalised development projects

No impairment losses (previous year: EUR 101 thousand)
were recognised in the reporting period to adjust the carry-
ing amount of capitalised development projects in line with
their recoverable amount. The impairment loss recognised
in the previous year related to DTS GmbH.

The impairment testing method for development projects
and internally developed software currently in development
is as described under "Purchased goodwill”. The basic as-
sumptions and estimation uncertainty are identical. The
average CAGR in the detailed planning period is 9.7% and
the EBIT margin in perpetual annuity 16.6%. The projects in
development are tested forimpairment at least once a year,
as af 31 December.

If new functions or features are developed for development
projects already completed and amortised, the develop-
ment costs incurred to complete the feature are recognised
under the capitalised development costs in development.
After the feature is completed, the corresponding develop-
ment costs are assigned to the development project to which
the new feature relates.

NFON AG ANNUAL REPORT 2022

7. Investments in associates

Investments in associates include exclusively the inferest in
Meetecho and show the unrecognised gains and losses as
at the acquisition date recognised in the reporting year
(EUR -16 thousand) and the pro rata result of the investment
for fiscal 2022 (EUR 45 thousand). No dividend was distrib-
uted. Among other things, Meetecho provides a key tech-
nology basis for the video functions marketed by the Group.

The financial information for Meetecho as at 31 December
2022 (31 December 2021) and for fiscal 2022 (2021) is as

follows:

in EUR thousand 2021
Current assets 696 511
Non-curentassets s 6
Currentliabiifies o84 281
Non-currentlicbiliies o 0
Revenue 789 644
Netprofifortheyear s 104
Other comprehensive income o 0
Total comprehensive income: 178 104

8. Changes in deferred taxes

Deferred tax assets and liabilities are recognised on the ba-
sis of alltemporary differences applying the liability method.
Temporary differences arise between the tax base of assets
and liabilities and their carrying amounts which are offset
over time.

Deferred tax is measured at the tax rates that are expected
to apply to temporary differences when they reverse, using
tax rates enacted or substantively enacted as af the end of
the reporting period. Deferred tax assets are recognised to
the extent that it is probable that future positive taxable
income will be generated, against which the temporary dif-
ferences and tax losses can be offset. Deferred tax assets
are the amounts of income taxes recoverable in future
periods in respect of deductible temporary differences and
the carry forward of unused fax losses.
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A. Deferred tax assets/liabilities

Fiscal year ended 31.12.2022

OBOO

Deferred tax Changesinthe
EUR Deferred tax assets liabilities current fiscal year Thereof in profit or loss
Assets
Non-current assets
Property, plant and equipment 0 1,746 -264 -264
Cmangbleassets « 6505 1200 1,209
Cumentassets
Trade receivables 61 0 3 3
 Othercurrentassets o o1 1
Liabilities
Non-current liabilities
Non-current financial liabilities 1,249 0 251 261
Ccumentliabilities
Current provisions 0 2 -2 -2
© Curentfnancialliabiifies s o 6 46
 Othercurrentliabilties 6 s a3
 Consolidationeffects o s . 87
Subtotal of temporary differences 19,4 8286 -4 -1,264
Tax loss carryforward 4,171 0 -2,003 -2,003
Subtotal of temporary differences 6022 8286 8207 -3.267
Netting -5,810 -5,810 0 0
Total temporary differences 262 2,476 -3,267 -3,267
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Fiscal year ended 31.12.2021

OBOO

Deferred tax Changesinthe
EUR Deferred tax assets liabilities current fiscal year Thereof in profit or loss
Assets
Non-current assets
Property, plant and equipment 0 1,480 284 284
Cntangibleassets s  s27 a2 1
CCumentassets
Trade receivables 59 0 13 13
 Othercumentassets o > . 4
Liabilities
Non-current liabilities
Non-current financial liabilities 996 0 -342 -342
Ccurentliabilities
Current provisions 2 2 -2 -2
 Curentfnancialliabiifies @ ;7w 1
© Othercurrentlibilties 65 o o 1
© Consolidationeffects s A
Subtotal of temporary differences T 6789 17 -137
Tax loss carryforward 6,174 0 1,885 1,885
Subfotal of temporary differences 783 6789 e 748
Netting -5,457 -5,457 0 0
Total temporary differences 2,380 1,333 748 748
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B. Tax loss carryforward

No deferred tax assets are reported for frade tax loss car-
ryforwards of EUR 83,203 thousand (31 December 2021:
EUR 61,644 thousand) or for corporate income tax loss carry-
forwards of EUR 85,526 thousand (31 December 2021:
EUR 62,846 thousand). EUR 10,386 thousand of the trade
tax loss carryforwards relates to the reporting year and
EUR 72,817 thousand to earlier periods. EUR 11,168 thousand
of the corporation tax loss carryforwards relates to the re-
porting year and EUR 74,3568 thousand to earlier periods.
The trade tax and corporation tax loss carryforwards for
which no deferred tax assets were reported are generally
not subject to any restrictions on use. The exception to this
are the tfrade tax and corporation tax loss carryforwards of
DTS GmbH, which cannot be utilised for at least the next five
years during the period of anincome tax group existing with
NFON AG from 2022 onwards.

C. Uncertainty over income tax treatments
The Group believes that the provisions recognised for tax
liabilities are appropriate for all outstanding fax years based
on its assessment of multiple factors, including interpreta-
tions of tax law and past experience. In particular, we point
out that various tax audits (operating taxes, payroll taxes
and social security contributions) are carried out at regular
intervals.

NFON AG ANNUAL REPORT 2022

Future taxation of any dividend distributions is currently at a
flat rate withholding tax rate of 26.0% plus a solidarity sur-
charge on this amount of 5.5%.

D. Global minimum tax

Various global agreements have been reached to address
concerns about uneven profit distribution and the uneven
tax payments of large multinational enterprises, including
an agreement between more than 135 countries fo infroduce
a global minimum tax rate of 16%. In December 2021, the
OECD published a draft legal framework, followed by de-
tailed guidance in March 2022, which the individual countries
that have signed the deal will use to amend their local tax
laws. The Group could be subject to the minimum tax rate
as soon as the changes to tax laws are enacted or substan-
tively enacted in countries in which the Group operates.
When the consolidated financial statements were authorised
forissue, the tax legislation relating fo the minimum tax rate
was neither enacted nor substantively enacted in any of the
countries in which the Group operates. The Group is not ex-
pected to be subject to the minimum tax rate, as it has no
subsidiaries in countries in which the statutory tax rate isless
than 16%. The Management Board closely follows the pro-
gress of legislative procedures in every country in which the
Group operates. As at 31 December 2022, the Group did not
have enough information to determine the potential quan-
fitative impact.

9. Inventories

Inventories amounted to EUR 87 thousand as at 31 December
2022 (31 December 2021: EUR 155 thousand). Inventories
essentially comprise hardware, e.g. felephones. The Group
typically has low levels of hardware on hand as hardware
is shipped by suppliers just-in-tfime when requested by
NFON based on customer orders. No material reserves for
obsolete inventory were required in the periods presented.

The cost of materials includes expenses of EUR 3,694 thou-
sand (2021: EUR 3,816 thousand) for the pro-curement of
hardware.

10. Trade receivables and other
financial assets

As af the end of the reporting period, trade receivables
amounted to EUR 9,498 thousand (31 December 2021:
EUR 10,900 thousand). This included expenses resulting from
bad debt losses and specific valuation allowances of
EUR 367 thousand in the reporting year (previous year:
EUR 51 thousand).
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Information on the Group's exposure to credit and market
risks, impairment losses for trade and other receivables and
changes inimpairment can be found in note 12 — Financial
instruments.

Other financial assets amounted to EUR 390 thousand as at
31 December 2022 (31 December 2021: EUR 390 thousand).
The item contains restricted cash due to the rights of recourse
of banks for direct debits from customers.
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11. Other (non-financial) assets,
other (non-financial) liabilities and
income tax liabilities

Other non-financial assets were as follows as at 31 Decem-
ber 2022 and 2021:

Fiscal year ended 31.12.

m 2021

Other non-financial liabilities were as follows as at 31 De-
cember 2022 and 2021:

Fiscal year ended 31.12.

m 2021

in EUR thousand in EUR thousand
Other current assets Other current
- (non-financial) liabilities
Contract assets 70 122 D —
"""""""""""""""""""""""""""""""""""""""" Tax payables 1,315 1,076
Tax receivables 198 TN .
""""""""""""""""""""""""""""""""""""""""""""""" Liabilities to employees 2,451 2,158
Other prepaid expenses 1,667 1,819 T
"""""""""""""" Other non-financial liabilities 2,049 1,763
Other non-financial assets 479 635 T
""""""""""""""""""""""""""""""""""""""""""""""" Subtotal other current
Subtotal other current assets 2,314 3,007 (non-financial) liabilities 5,814 4,998

Other non-current assets

Prepayments 359 193

Other 61 4
Subtotal other non-current assets 420 197
Other assets 2,734 3,204

Other non-current liabilities

Other 693 217

Subtotal other non-current
(non-financial) liabilities 693 217
Other (non-financial) liabilities 6,507 5,215

Other current non-current liabilities include contract liabilities
of EUR 336 thousand (31 December 2021: EUR 305 thousandl).
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The current income tax liabilities of EUR 259 thousand rec-
ognised as at 31 December 2022 (31 December 2021:
EUR 4562 thousand) essentially related to the reporting year.

12. inancial instruments

A. Accounting classifications and fair values
Fair value

The following table shows the carrying amounts and fair
values of the financial assets and financial liabilities, includ-
ing their levels in the fair value hierarchy. It does not include
fair value information for financial assets and financial lia-
bilities not measured at fair value if the carrying amountis a
reasonable approximation of fair value.
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31.12.2022 Amortised cost Fair value

Carrying Total carry-
in EUR thousand Fair value amount ing amount Levell Level 2 Level 3 Total
Financial assets
not measured at fair value
Trade receivables* 9,276 9,276 - - - -
Other financial assets* 390 390 - - - -
Cash and cash equivalents* 13,218 13,218 - - - -
Total financial assets
not measured at fair value 22,884 22,884 - - - -
Financial liabilities
not measured at fair value
Trade payables* 4,205 4,205 - - - -
Lease liabilities (current and non-current) * 5,862 5,862 - - - —
Total financial liabilities not measured
at fair value 10,067 10,067 - - - -

*  No fair value disclosed as this is approximately the carrying amount.

OBOO

03 | NOTES

0
a



31.12.2021 Amortised cost Fair value

Carrying Total carry-
in EUR thousand Fair value amount  ing amount Levell Level 2 Level 3 Total
Financial assets
not measured at fair value
Trade receivables* 10,900 10,900 - - - -
Other financial assets* 390 390 - - - -
Cash and cash equivalents* 27,670 27,670 - - - -
Total financial assets
not measured at fair value 38,960 38,960 - - - -
Financial liabilities
not measured at fair value
Trade payables* 6,083 6,083 - - - -
Other financial liabilities * 6 6 - - - -
Lease liabilities (current and non-current) * 5,015 5,015 - - - -
Total financial liabilities
not measured at fair value 11,104 11,104 - - - -

*  No fair value disclosed as this is approximately the carrying amount
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The Group did not recognise any significant net gains or net
losses from financial assets or liabilities in its statement of
comprehensive income. In the reporting year, asin the pre-
vious year, the financial result did not include any interest
expense calculated using the effective interest method in
connection with financial liabilities not measured af cost.

Trade receivables

The carrying amount of frade receivables is typically rough-
ly the same as their fair value due fo their short maturities.
Allthe trade and other receivables outstanding as at the end
of the reporting period are considered as current receivables
having short-term maturities.

Trade payables

The carrying amount of trade payables generally approx-
imates to fair value due to their short maturities. The trade
and other payables outstanding as at the end of the report-
ing period are payable within 30 days of the end of the re-
porting period as per the terms of payment applicable to
the company.

Cash and cash equivalents

The fair value of cash and cash equivalents approximates
its carrying amount where the cashis repayable on demand
or short termin nature.
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Defaults

The Group did not report any defaults on payments of prin-
cipalorinterest, or other breaches onloans and borrowings
in fiscal 2022 or fiscal 2021.

B. Financial risk management
The Group has exposure to the following risks arising from
financial instruments:

1. Creditrisks
2. Liquidity risk
3. Market risks (interest risks and currency risks

Risk management framework

The Group's Management Board has overall responsibility
for the establishment and oversight of the Group’s risk man-
agement framework.

The Group's risk management policies are established to
identify and to analyse the risks faced by the Group, fo set
appropriate risk limits and confrols and to monitor risks and
adherence to limits. Risk management policies and systems
are reviewed regularly to reflect changes in market condi-
tions and Group's activities. The Group, through its training
and management standards and procedures, aims to main-
tain a disciplined and constructive control environment in
which allemployees understand their roles and obligations.
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General financial market risks
The Group is exposed fo various financial market risks as
part of its business activity.

If these financial risks occur, this could have a negative im-
pact on the financial position and financial performance of
the Group. The Group’s Management Board has overall
responsibility for the establishment and oversight of the
Group's risk management framework. The Group's risk man-
agement policies are established to identify and to analyse
the risks faced by the Group, to set appropriate risk limits and
controls and to monitor risks and adherence to limits. Risk
management policies and systems are reviewed regularly
to reflect changesin market conditions and Group's activities.
The Group has developed guidelines for risk management
processes and for the use of financial instruments including
a clear separation of tasks with respect to financial activities,
invoicing, financial reporting and associated controlling.

The Group actively monitors these risks using a risk man-
agement system.

1. Creditrisk

Creditrisk is the risk of inancial loss to the Group if a custom-
er or counterparty fo a financial instrument fails to meet its
contractual obligations, and arises principally from the
Group's receivables from customers. The carrying amount
of financial assets represents the maximum credit exposure.

The Group considers the management of the commercial
credit risk fo be critical in order to achieve its goals for sus-
tainable growth of the business and the customer base in
harmony with its risk management guidelines. Suitable pro-
cesses have been established for management and mon-
itoring of the credit risk. These include ongoing monitoring
of the expected risks and the level of default. Particular at-
tention is paid to customers who could have a significant
effect on the consolidated financial statements and for
whom, depending on the business area and the type of
business relationship, appropriate credit management in-
sfruments are used to limit the credit risk.
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Specific valuation allowances for financial assets and con-
tract assets recognised in profit or loss (including losses on

2022 2021

bad debts) were as follows:

in EUR thousand

Impairment losses on trade
and other receivables

Impairment loss on trade and
other receivables
(including contract assets) 386 51

Impairment loss on cash and
cash equivalents” 0 0

Impairment losses on trade
and other receivables 386 51

*  Please see "Cash and Cash equivalents” below.

Trade and other receivables

The Group's exposure to credit risk is primarily influenced by
the individual characteristics of each customer. However,
management also considers the factors that could influence
the credit risk of its customer base, including the default risk
associated with the country in which customers operate.
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After taking account of the specific valuation allowances
recognised, the remaining exposure to credit risk for trade
receivables by region was as follows as at 31 December:

Fiscal year ended 31.12.

-!a 2021

in EUR thousand

Countries

Germany 7,219 8,801
Unitedkingdom g04 1,056
Austiaandrestof Europe 153 1,043

Total maximum credit
risk exposure 9.276 10,900

The Group obtains a credit rating for new customers from a
credit rating agency. If a customer has a lower rating, then
af the initial stage the Group obtains a security deposit from
such customer. The Group does not track the customer rat-
ing further, as the receivables are largely collected by direct
debit. It is only possible that cash will not be received from
trade receivables in cases where the customers have neg-
ative bank balances or where the customer's bank informa-
tion is insufficient or incorrect.

There are no material contractual amounts outstanding in
connection with receivables that were written off in the re-
porting period and are still subject to enforcement.

Assessment of expected credit loss for customers

as at 31 December 2022 and 2021

The Group calculates its expected credit losses (ECLs) using
the simplified approach under IFRS 9. This approach requires
to recognise the lifetime expected loss provision for all trade
receivables. The Group uses an impairment matrix to com-
pute the credit allowances for trade receivables, which com-
prise a large number of small balances. Under this ap-
proach, the Group uses information on past rates of default
onits trade receivables and adjusts the past rates of default
to reflect:

i. information on current conditions; and

ii. reasonable and reliable forecasts of future economic
conditions, including the anticipated macroeconomic
environment.

None of the frade receivables and contract assets are pur-
chased or originated credit impaired.

Lossrates are calculated using a roll rate method based on
the probability of areceivable progressing through succes-
sive stages of delinquency to write-off. Roll rates are calcu-
lated for various geographical segments based on the
ageing buckets of receivables.
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Amounts are written off when the customer is declared in-
solvent. For all other receivables from customers, the expect-
ed creditlossis calculated based on the loss rates described
above.

The following table shows the credit risk and ECLs for frade

receivables and contract assets from individual customers
as at 31 December 2022:
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Gross carrying amount Lossrate Impairment

31.12.2022 [EUR thousand] [%] [EUR thousand]
Germany

Not past due 5,653 174 94
1-90dayspastdue w7 o720 90
‘Morethan90dayspastdue o am s 64
Total trade receivables in Germany 7.495 248
United Kingdom

Not past due 692 0.15 1
1-90dayspastdue B9 049 0
‘Morethan90dayspastdue w1090 2
Total trade receivables in United Kingdom 875 2
Other countries

Not past due 1,026 0.86 9
1-90dayspastdue s sst 4
‘Morethan90dayspastdue - 925 1
Total trade receivables in other countries 1,281 25
Grand total for receivables
(not including impairment losses) 9.652
Grand total forimpairment losses 275
Contract assets 70 0.15 0
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©,
Gross carrying amount Lossrate Impairment
Of the total receivables portfolio, EUR 83 thousand is im- 31.12.2021 [EUR thousand] (%] [EUR thousand] @
aired. The impairment losses attributable to these receiv-
Zbles omoum?o EUR 10 thousand. Sermany @
Not past due 5,354 0.67 34
The following table shows the credit risk and ECLs for frade 1—90doyspostdue 1709 ,,,,,,,,,,,,,,,,,,,,,,,,,,, 355 ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 59 @
receivables and contract assets from individual customers More than 90 days past due 1,868 6.31 118
as at 31 December 2021: Total trade receivables in Germany 8,930 211
United Kingdom
Not past due 727 0.11 1
190dayspastdue a0 ot 1
‘Morethan90dayspastdue 6 533 0
Total trade receivables in United Kingdom 1,061 2
Other countries
Not past due 775 190 10
190dayspostdue ws 72w
‘Morethan90dayspastdue 28 wes 17
Total trade receivables in other countries 1,094 41
Grand total for receivables
(not including impairment losses) 11,085
Grand total forimpairment losses 258
Contract assets 122 011 0
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Of the total receivables portfolio, EUR 39 thousand is im-
paired. The impairment losses attributable to these receiv-
ables amount to EUR 2 thousand.

Impairment losses arising from ECLs (not including specific
valuation allowances) on trade receivables developed as
follows in fiscal 2022:

Changein

m 2021

in EUR thousand

Expected credit loss on
trade receivables

Opening balance as af 01.01. 258 259

Net remeasurement 17 -1
Amounts written off 0 0
Closing balance as at 31.12. 275 258

Concentrations of credit risk

Concentrations of risks are determined by management
based on amounts outstanding from individual customers
as at the end of the period. As the Group operates through-
out the whole of Europe and has a diversified customer
structure, there are no significant concentrations of credit risk
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with the exception of one customer — Telefénica Germany
GmbH & Co. OHG. The net receivable from this customer was
EUR 1,225 thousand as at 31 December 2022 (31 December
2021: EUR 2,733 thousandl).

Cash and cash equivalents

The Group held cash and cash equivalents of EUR 13,218
thousand as at 31 December 2022 (31 December 2021:
EUR 27,670 thousand). Cash and cash equivalents are held
with banks and financial institutions rated A- on the basis of
ratings from Moody's, S&P Global and GBB.

Impairment on cash has been measured on a twelve-month
expected loss basis and reflects the short-term maturities of
the exposures. NFON considers that its cash has low credit
risk based onthe external credit ratings of the counterparties.

2. Liquidity risk

Liquidity risk is the risk that the Group will encounter difficulty
in meeting the obligations associated with its financial liabil-
ities that are settled by delivering cash or another financial
asset. The Group's liquidity management is designed to en-
sure sufficient liquidity fo meet its liabilities when they become

due, under both normal and stressed conditions, while also
avoiding unacceptable losses or risking damage to the
Group's reputation.

The Group aims to maintain the level of cash and cash equiv-
alents at an amount of excess of expected cash outflows on
financial liabilities (other than trade payables). The Group
also monitors the level of expected cash inflows on trade
receivables together with expected cash outflows on trade
and other payables.

The Group also has a money market loan agreement in the
amount of EUR 5,000 thousand and maturing on 30 Novem-
ber 2026. The interest rate is based on matched-term EURI-
BOR plus a margin (related to the time of utilisation). The
marginis 3.0% until 30 June 2022. From 1 July 2022, the mar-
ginis based on the EBITDA of the preceding fiscal year and
is between 2.25% and 3.0%. In the event that the EURIBOR is
below zero, a EURIBOR of zero is considered to be agreed.
35% of the applicable margin must be paid as the commit-
ment fee for the amount of the loan noft utilised. NFON must
comply with certain financial covenants according to the loan
agreement. These primarily depend onrevenue and EBITDA.

OBOO

[9p]
Ll
—
O
Z
™
o




The following table presents the contractual interest and pay-
ments for the Group's financial liabilities. The maturities are
based on the contractually agreed interest rates for the fi-
nancial instruments. For all the financial liabilities listed below,
contractual maturities are considered on an annual basis:

31.12.2022
Confractual 5years
in EUR thousand Carrying amount cash flows lyearorless 1-5years and more
Financial liabilities
Trade payables 4,205 4,205 4,205 0 0
leaseliabilties 5863 5863 1780 2800 1,280
Total financial liabilities 10,068 10,068 5,986 2,801 1,280
31.12.2021
Confractual 5years
in EUR thousand Carrying amount cash flows lyearorless 1-5years and more
Financial liabilities
Trade payables 6,083 6,083 6,083 0 0
leaseliabilties 5021 5021 176 2730 549
Otherfrancialliabiifies 6 6 6 o 0
Total financial liabilities 11,104 11,104 7.825 2,730 549

3. Market risk

Market risk is the risk that changes in market prices, such as
exchange rates or interest rates, will affect the value of fi-
nancial instruments or the earnings of the Group. The ob-
jective of market risk management is to manage and control
market risk exposures within acceptable parameters, while
optimising the return.

Currency risk

The Group is exposed to currency risk fo the extent that there
is a mismatch between the currencies in which revenue, pur-
chases, receivables, loans and other financial instruments
are denominated and the respective functional currencies
of Group companies. The functional currencies of Group
companies are the euro, pound sterling and Polish zloty. The
currency in which these fransactions are primarily denomi-
nated is the euro.

Exposure to currency risk

The summary quantitative data on the Group's exposure to
currency risk in GBP as reported to the Group's management
is as follows:

Fiscal year ended 31.12.

in EUR thousand
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-!a 2021
Receivables subject to

currency risks 1,262 4,544

Net exposure 1,262 4,544
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The following rates have been applied:

Spot rates Average rates
As af As af
31.12.2022 31.12.2021 2021
GBP 1127 1.190 1178 1163

Sensitivity analysis

A 10% depreciation/appreciation of pound sterling would
have increased/reduced equity and profit or loss by the
amounts shown below. This calculation assumes that the
change occurred at the end of the reporting period and was
applied to risk exposures existing at that date.

This analysis assumes that all other variables other than
currency exchange rate remain constant.

Profit or loss Equity net of tax

Apprecia-  Deprecia-  Apprecia-  Deprecia-
in EUR tion (10% tion (10% tion (10% tion (10%
thousand decrease) increase)  decrease) increase)

Sensitivity analysis for net exposure

31.12.2022 -126 126 -131 131
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The summary quantitative data on the Group's exposure to

31.12.2022

currency risk in PLN is as follows:

in EUR thousand
Liabilities subject to currency risks 831
Net exposure 831

The following rates have been applied:

Spoft rates Average rates
As at 31.12.2022 2022
PLN 0.214 0.214

Sensitivity analysis

A 10% depreciation/appreciation of the Polish zloty would
have increased/reduced equity and profit or loss by the
amounts shown below. This calculation assumes that the
change occurred at the end of the reporting period and was
applied to risk exposures existing at that date.

This analysis assumes that all other variables other than
currency exchange rate remain constant.

Profit or loss Equity net of tax
Apprecia-  Deprecia-  Apprecia-  Deprecia-
in EUR tion (10% tion (10% tion (10% tion (10%
thousand decrease) increase)  decrease) increase)

Sensitivity analysis for net exposure

31.12.2022 83 -83 83 -83

The net currency exposure results from EUR receivables
(liabilities) of NFON UK (NFON Polska) where the functional
currency is GBP (PLN). The items of the statement of financial
position of NFON Polska, whose functional currency is PLN,
included in the consolidated financial statements as at
31 December 2021 were not material.

Interest rate risk

Interest rate risk is the risk that the fair value of a financial
instrument could fluctuate as a result of changes in market
interest rates or that in the case of floating-rate liabilities the
interest rates and consequently the cash flows could change.

The Group was not exposed to material interest rate risk in
the reporting year.

Exposure to interest rate risk

Allfinancial liabilities recognised as at the end of the report-
ing period (likewise as at 31 December 2021) have a fixed
interest rate and are not subject to interest rate risk.
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13. Equity

Development in the reporting year

Employee stock options increased capital reserves by
EUR 486 thousand. The currency translation reserve fell by
EUR 334 thousand. The consolidated loss for the year of
EUR 15,682 thousand had a negative effect on the develop-
ment of equity.

Issued capital and ordinary shares

As at 31 December 2022, NFON AG had issued 16,561,124
(81 December 2021: 16,661,124) ordinary bearer shares
(no-par shares) with a notional interest in the share capital
of EUR1.00. The issued capital amounted to EUR 16,661 thou-
sand as at 31 December 2022 (31 December 2021: EUR 16,561
thousand).

Each ordinary share entitles the bearer to one vote af the
Annual General Meeting and to receive a dividend in the
event of a distribution. Ordinary shares are not subject to
any restrictions.

All issued and outstanding shares are fully paid in as at
31 December 2022 and 2021.

Capital reserves

The capital reserves contain the premium fromissued shares
and the fransaction costs reimbursed by the then sharehold-
ers in connection with the IPO. The capital reserves were
reduced by transaction costs recognised in connection with
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the placement of shares in conjunction with the IPO and
capital increases. Furthermore, capital reserves include
cumulative expenses for share-based payment transac-
tions for certain members of the Management Board rec-
ognised as staff costs in previous periods, expenses from
the employee stock option programmes recognised as staff
costs in the reporting period and in the previous year, plus
the equity component of the warrant bond issued in 2019.

The development of the consolidated equity is shownin the
statement of changes in equity.

Authorised capital

In accordance with the resolution of the Annual General
Meeting on 24 June 2021, the Management Board is au-
thorised until 23 June 2026, with the approval of the Super-
visory Board, to increase the share capital of NFON AG on
one or more occasions in one or more tranches by up
to EUR 4,140,281 by issuing no-par bearer shares with prof-
it participation rights from the start of the fiscal year in which
they are issued in exchange for cash or non-cash contribu-
tions (Authorised Capital 2021). As far as the law allows,
deviating from this and from section 60(2) of the Aktiengesetz
(AktG — German Stock Corporation Act), the Management
Board, with the approval of the Supervisory Board, can stip-
ulate that the new shares can participate in profits from the
start of a fiscal year that is already over for which there had
not yet been aresolution by the Annual General Meeting on
the appropriation of net profits at the time that they were
issued. Shareholders have pre-emption rights. The new

shares can also be acquired by one or more banks with the
obligation to offer them to shareholders for subscription
(indirect pre-emption rights). The Management Board is au-
thorised, with the approval of the Supervisory Board, to de-
cide the content of share rights and the terms for issuing
shares, and to determine the details of the capital increase
and, with the approval of the Supervisory Board, to disapply
shareholder pre-emption rights in the following cases:

» to avoid fractional shares;

 if shares are issued in refurn for non-cash contributions
fo acquire companies, investments in companies, parts
of companies or other assets, including rights and re-
ceivables, and the new shares for which shareholders’
pre-emption rights have been disapplied do not ex-
ceed 20% of the share capital as at 24 June 2021, at the
time this authorisation becomes effective or at the time
it is exercised;

+ to the extent necessary, o grant pre-emption rights to
new shares to bearers/creditors of convertible bonds
or bonds with warrants that are or have been issued
by the company or subordinate Group companies in
the amount they would be owed after exercising their
option/conversion rights or fulfilling the conversion ob-
ligation;

« if the capitalis increased in return for cash contributions,
the issue price of the new shares is not significantly lower
than the stock market price at the time the issue price
is finalised, and the new shares for which shareholders’

OBOO

[9p]
Ll
—
O
Z
™
o

[
(=]




pre-emption rights have been disapplied do not ex-
ceed 10% of the share capital as at 24 June 2021, at the
time this authorisation becomes effective or at the time
it is exercised.

Contingent capital

On the basis of the authorisation of the Annual Generall
Meeting on 9 April 2018 in order to secure the pre-emption
rights from stock options (pre-emption rights as referred to
by section192(2) no. 3 AktG)issued between 9 April 2018 and
8 April 2023, the share capital of NFON AG was contingent-
ly increased by up to EUR 964,015 against the issue of up fo
964,016 new bearer shares (Confingent Capital Il). Contin-
gent Capital Il was reduced to EUR 708,229 by way of reso-
lution of the Annual General Meeting on 24 June 2021.

The Annual General Meeting on 24 June 2021 authorised
the Supervisory Board and the Management Board (with
the approval of the Supervisory Board) until the end of
23 June 2026, but not before Contingent Capital 2021 be-
comes effective on being entered in the commercial regis-
ter (which occurred on 28 June 2021), to grant up to 947,883
stock options with pre-emption rights to shares in the com-
pany with a term of up to 10 years in one or more tranches
to beissued annually in accordance with the following pro-
visions (2021 stock option plan, Contingent Capital 2021/1).
The stock options are exclusively intended for members of
the Management Board of the company and employees of
the company, as well as the members of management and
employees of affliated companies as referred to by sections
16 and 17 AktG.
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The Contingent Capital | created by the Annual General
Meeting on 9 April 2018 was cancelled in full by wayy of res-
olution of the Annual General Meeting on 24 June 2021. Con-
tingent Capital Il amounts fo EUR 708,229 as at 31 December
2022 (31 December 2021: EUR 708,229). The new Confingent
Capital 2021/1 created in the previous year is unchanged
year-on-year and amounts to EUR 947,883 as af 31 Decem-
ber 2022.

Loss carryforward
Theloss carryforward contains losses incurred in prior years
and 2022.

Currency translation reserve

Other comprehensive income serves to recognise differenc-
es from the translation of the financial statements of foreign
Group companies info the Group currency.

Voting rights

In 2022, NFON AG received the following notifications in ac-
cordance with section 33(1) and section 38(1) of the Wert-
papierhandelsgesetz (WpHG — German Securities Trading
Act) and published them on the Group's website in accord-
ance with section 40 WpHG:
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Date on which @
Type of Details of the threshold @
notification Date of report Reason for notification reporting party was reached Total voting rights Details of voting rights held
Voting rights (section 34 WpHG) @
Acquisition of shares with Total shares: 5.13%, of which: attributed 467,603 or 2.82%
Section 40(1) voting rights Acquisition Aalap Mahadevia, Share of voting rights: 2.82% Instruments (section 38(1) no. 2 WpHG) @
WpHG 28.01.2022 of instruments born 7 Oct. 1981 24.01.2022 Share of instruments: 2.31% Equity swap 381,759 or 2.31%
Voting rights (section 34 WpHG)
attributed 850,700 or 5.14%
Instruments (section 38(1) no. 1 WpHG)
Right of recall for securities lending orders
af any fime 4,100 or 0.02%
Morgan Stanley, Total shares: 7.16%, of which: Instruments (section 38(1) no. 2 WpHG)
Section 40(1) Acquisition of shares Wilmington, Share of voting rights: 5.14% Equity swap maturing 24 Feb. 2026,
WpHG 28.01.2022 with voting rights Delaware, USA 24.01.2022 Share of instruments: 2.02% at any time 330,725 or 2.00%
Voting rights (section 34 WpHG)
attributed 860,701 or 5.14%
Instruments (section 38(1) no. 1 WpHG)
Acquisition of instruments Right of recall for securities lending orders at
any fime 4,100 or 0.02%
Voluntary group notification Morgan Stanley, Total shares: 7.47%, of which: Instruments (section 38(1) no. 2 WpHG)
Section 40(1) due to a subsidiary reaching Wilmington, Share of voting rights: 5.14% Equity swap maturing 24 Feb. 2026,
WpHG 01.02.2022 athreshold Delaware, USA 25.01.2022 Share of instruments: 2.33% at any fime 381,759 or 2.31%
Voting rights (section 34 WpHG)
attributed 964,694 or 5.83%
Instruments (section 38(1) no. 1 WpHG)
Acquisition of instruments Right of recall for securities lending orders
at any fime 4,100 or 0.02%
Voluntary group notification Morgan Stanley, Total shares: 8.78%, of which: Instruments (section 38(1) no. 2 WpHG)
Section 40(1) due to a subsidiary reaching Wilmington, Share of voting rights: 5.83% Equity swap maturing 24 Feb. 2026,
WpHG 03.03.2022 a threshold Delaware, USA 24.02.2022 Share of instruments: 2.96% at any time 485,459 or 2.93%
Swedbank Robur
Fonder AB,
Section 40(1) Disposal of shares with Sundbyberg,
WpHG 09.09.2022 voting rights Sweden n/a 07.09.2022 Total shares: 0.00%
Section 40(1) Acquisition of shares with Gunter Muller, ASC Technolo- Voting rights (section 34 WpHG)
WpHG 12.09.2022 voting rights 31 Aug 1949 gies AG 07.09.2022 Total shares: 3.41% attributed 563,927 or 3.41%
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Capital management

The Group aims to maintain and expand a strong capital
base in order to preserve the frust of investors, creditors and
the markets and ensure the sustainable development of the
Group through organic and inorganic growth.

No dividend is distributed af present.

14. Share-based payments

In the previous year and the reporting year, NFON issued
stock options to the members of the Management Board of
NFON AG (group 1), managing directors of affliated compa-
nies (group 2) and selected employees of NFON AG (group 3)
and affliated companies (group 4) (2018 stock option plan
and 2021 stock option plan).

The group of beneficiaries is regulated individually in each
case. Following the resolution by the Annual General Meet-
ing on 9 April 2018 (2018 stock option plan), 31% of the stock
options — 298,845 pre-emption rights — were issued to
group 1, 11% — 106,042 pre-emption rights in total — to
group 2, 42% — 404,886 pre-emption rights in total — o group
3 and 16% — 154,242 pre-emption rights in total —fo group 4.

The breakdown of the 2021 stock option plan (as resolved

by the Annual General Meeting on 24 June 2021) is as follows:
Group 1 beneficiaries receive a combined maximum of 33%,
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i.e. 312,802 stock options and the resulting pre-emption
rights. Group 2 beneficiaries each receive a combined max-
imum of 10%, i.e. 94,788 stock options and the resulfing
pre-emption rights. Group 3 beneficiaries each receive a
combined maximum of 41%, i.e. 388,632 stock options and
the resulting pre-emptionrights. Group 4 beneficiaries each
receive a combined maximum of 16%, i.e. 151,661 stock
options and the resulting pre-emption rights.

The exact group of beneficiaries and the scope of the re-
spective offer are defined by the Management Board with
the approval of the Supervisory Board or, if the Management
Board is affected, by the Supervisory Board.

All pre-emption rights from the above programmes have a
vesting period of four years and an overall term of 10 years.
Pre-emption rights from the stock options under the 2018
stock option plan can only be exercised in the event of a 20%
increase inrevenue as reported in the consolidated financial
statements for the fiscal year in which the options are allo-
cated, compared fo the revenue as reported in the con-
solidated financial statements for the previous fiscal year
prior to allocation. A cap in accordance with section 4.2.3.
of the German Corporate Governance Code is also intend-
ed for members of the Management Board. The exercise
restriction over the four-year vesting period for the 2021 stock
option plan does not apply outright, rather it only applies to
recurring and organic revenue growth. Anincrease in recur-
ring revenue of at least 16% is required for the first year and

at least 20% in each of the following three years (always
year-on-year).

The stock options are non-transferable. This does not affect
the stock options in the event of the death of the beneficiary.
If the beneficiary leaves employment at the company or an
affiliated company due to age without being terminated, alll
rights from the options remain unaffected. Disability, inca-
pacity and early refirement are considered equivalent to
departure due to age. For Management Board members,
the expiry and non-renewal of their appointment is consid-
ered equivalent o departure due to age. If an employment
contract between the beneficiary and the company or a
company of the NFON Group has ended as a result of
termination by the beneficiary or ordinary termination by the
company, the beneficiary can exercise their options exercis-
able at the termination date immediately within 60 calendar
days of the end of the employment contract; this period is
extended by any days on which the options cannot be ex-
ercised due fo the lock-up period. Any options that have not
been exercised by then expire without replacement. Non-
exercisable options expire without replacement at the ter-
mination date. Inthe event of a mutually agreed cancellation
of the employment contract between the beneficiary and
the company or a company of the NFON Group, the
Management Board can decide with the approval of the
Supervisory Board — or, if group 1 beneficiaries are con-
cerned, the Supervisory Board can decide —whether and to
what extent options will remain in place; it can also be
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determined that options that are not yet exercisable af the
termination date will remainin place. In the event of delisting,
the beneficiary has the right under the statutory provisions
to demand that the company or its legal successor pays out
the option value for each option.

In accordance with the option conditions, each pre-emption
right from stock options entitles the holder to subscribe to
one no-par-value share in the company. The option condi-
tions also govern the term, the relevant exercise price (sub-
scription price), vesting periods and lock-up periods.

The fair value of the options is calculated based on a bino-
mial model. No options were granted in the reporting year.
The weighted average fair value of the options granted in
the previous year was EUR 7.57 at the measurement date
(2021 stock option plan).
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The following calculation parameters were used for the new
options issued in the previous year:

2021
Weighted average exercise price* 17.46 EUR
Weighted expected volatility 37.0%
Term 10 years
Weighted risk-free interest rate -0.27%

*  Corresponds to the weighted average arithmetic mean of the
closing prices of the company’s shares in Xetra trading on the
Frankfurt Stock Exchange on the last 10 trading days before the
stock options were issued

Only options from the 2021 stock option plan were issued in
2021.

Volatility refers to fluctuation in the share price compared to
the average price for the period. Expected volatility was
calculated based on the past share price performance in
each case (historical volatility).

An expected average turnover rate of 0% was assumed for
the beneficiary members of the Management Board. The
expected turnover rate for other beneficiary employees in
the 2018 stock option planis 20.6%. The remaining options
fromthe 2021 stock option plan expiredin the reporting year.

The risk-free interest rate was calculated based on the in-
terest on risk-free investments with a corresponding term.

When calculating the fair value of the options, it was as-
sumed that no dividend would be distributed.

The development of the number of outstanding options is
shown in the fables below:

Weighted average
Number of options exercise price in EUR
l!g 2021 la 2021
Options granted
as at 31 Dec. 1,119,229 1,119,229 12.02 12.02
Thereof new
inthe
reporting year 0 395,000 n/a 17.46
Options
exercised n/a n/a n/a n/a
Options forfeited 127,000 88,000 10.65 11.42
Thereof new
inthe
reporting year 39,000 72,000 10.28 11.85
Options expired 389,000 107,760 17.21 16.69
Thereof new
inthe
reporting year 281,250 93,750 17.38 17.38
Outstanding
options as af
31 Dec. 603,229 923,479 8.96 11.62
Thereof exer-
cisable options n/a n/a n/a n/a
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The average remaining confractual term of the options out-
standing as at the end of the reporting period is six years as
at 31 December 2022 (31 December 2021: 8 years). The range
of exercise prices of the options outstanding as at 31 De-
cember2022is between EUR 8.78 and EUR 14.31 (31 Decem-
ber 2021: between EUR 8.78 and EUR 19.04).

Expenses recognised in connection with share-based pay-

ments amounted to EUR 486 thousand in the reporting year
(previous year: EUR 381 thousandl).
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15. Provisions

Carrying

amount as at
in EUR thousand 01.01.2022

Current provisions

Carrying

amount as af
Additions Utilisation Reversal 31.12.2022

Personnel-related provisions 138 288 130 0 296
Otherprovisors 2088 190 185 64 2,014
Total 2,171 2,208 2,004 64 2,310

Carrying Carrying

amount as at amount as atf

in EUR thousand 01.01.2021 Additions Utilisation Reversal 31.12.2021
Current provisions

Personnel-related provisions 207 122 190 0 138
Otherprovisons 2065 18l 1809 93 2,033
Total 2,262 2,002 2,000 93 2,171

Other provisions essentially comprise provisions for out-
standing invoices and sales commission of EUR 9569 thou-
sand in total (31 December 2021: EUR 932 thousand) and
provisions for annual and consolidated financial statements
of EUR 444 thousand (31 December 2021: EUR 575 thousand).

Provisions for personnel essentially include severance pay-
ments and confributions to occupational health and safety
agencies as at the end of the reporting period.

The outflow of funds is expected in the following year for all
provisions. All provisions are based on the best possible es-
timate of the amount as at the end of the reporting period.
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16. Interest-bearing debt

Interest-bearing debt is as follows at the end of the reporting
period:

Fiscal year ended 31.12.

m 2021

Lease liabilities 1,811 1,688

in EUR thousand

Current financial liabilities

Other 0 6
Subtotal current financial liabilities 1,811 1,694

Non-current financial liabilities

Lease liabilities 4,061 3,327

Subtotal non-current
financial liabilities 4,051 3,327
Total financial liabilities 5,862 5,021

Credit facilities
With the following exceptions, the Group has no outstanding
loans in reference to revolving credit facilities.
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A money market loan agreement in the amount of EUR 5,000
thousand and maturing on 30 November 2026 was entered
into with Bank fur Tirol und Vorarlberg (BTV) on 22 December
2021. The interest rate is based on matched-term EURIBOR
plus a margin (related to the time of utilisation). The margin
is 3.0% until 30 June 2022. From 1 July 2022, the margin is
based on the EBITDA of the preceding fiscal year and is
between 2.256% and 3.0%. In the event that the EURIBOR is
below zero, a EURIBOR of zero is considered o be agreed.
35% of the applicable margin must be paid as the commit-
ment fee for the amount of the loan noft utilised. NFON must
comply with certain financial covenants according to the
loan agreement.

Lease liabilities

EUR 1,583 thousand (31 December 2021: EUR 1,393 thousand)
of current lease liabilities relates to rented office space,
EUR 214 thousand (31 December 2021: EUR 253 thousand) to
leased vehicles and EUR 16 thousand (31 December 2021
EUR 42 thousand) to leased operating and office equipment
and bicycles. EUR 3,844 thousand (31 December 2021:
EUR 3,000 thousand) of non-current lease liabilities relates

to rented office space, EUR 167 thousand (31 Decemiber 2021:
EUR 296 thousand) to leased vehicles and EUR 49 thousand
(81 December 2021: EUR 31 thousand) to leased operating
and office equipment and bicycles. Please refer to the infor-
mation on leases in note 17 — Leases.

Nature of change in financial liabilities

Fiscal year ended 31.12.

la 2021

in EUR thousand

As at 01.01. 5,021 15,267
Non-cash change 2,949 728
Cash change -2,108 -10974
Asat 31.12. 5,862 5,021
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17. Leases Lease liabilities @
The non-current lease liabilities shown in the following table @

The Group rents office space, vehicles and other operating have remaining durations of more than one year, the current

and office equipment. The term of the lease agreements is lease liabilities have remaining durations of less than one @

typically between three and ten years. If these are short- year. @

term leases, the Group does not recognise right-of-use as-
Non-current financiall Current financial liabilities
liabilities as at 31.12. as at 31.12. Total as at 31.12.

nised in the operating cash flow. With regard to the lease T T T
liabilities expensed as financial liabilities, the Group recog- in EUR thousand 2021 2021 2021

nises the corresponding payments in the financing cash flow

sets or lease liabilities. The associated expenses are recog-

Land and buildings 3,844 3,000 1,683 1,393 5,427 4,393
in the consolidated statement of cash flows. For some con- s e e
) . Vehicles 157 296 214 253 371 549
tracts, the Group has decided to agree a lease extension
option to give it a range of operational options on a short- Operating and office equipment and bicycles 49 31 16 42 65 73
term basis. 4,051 3,327 1,811 1,688 5,862 5,015
For further details, please refer to note 6 — Right-of-use
assets from leases. Amounts recognised in the income statement

in EUR thousand 2022 2021

Leases in accordance with IFRS 16

Interest expenses for lease liabilities (recognised in finance result) 165 111
Income from subleasing right-of-use assets, recognised inother operating income 186 o
Expensesforshort-termleases 213 246
Repayment of leaseliabilties 2108 2,007
Totdl cashoutfiows in connectionwithleases 2486 - 2,364
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18. Revenue

A. Nature of goods or services
The following is the description of principal activities, from
which the Group generates its revenue:

The Group principally generates revenue from telephone
services. Most of the contracts entered into by the Group
pertain to telephone services with or without hardware sales
and other services.
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Products and services

Nature, timing of satisfaction of obligation

Recurring revenue

Recurring services are typically compensated by monthly payments of a fixed licence fee per seat plus
an additional fixed or volume-based fee for voice telephony usage.

Month-to-month-contracts:
Telephone services are performed over time, i.e. in the month of service the customer has agreed to.
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Based on the services provided, NFON sends monthly invoices fo its customers. For the maijority of
customers direct debit is used to collect monies due. If direct debit is agreed, cash is received with the
direct debit run following the month the service was provided. Revenue is recognised when the
respective performance obligations are fulfilled, i.e. in the month the telephone service is provided to
the customer.

Long-term contracts:
Monthly telephone services are performed over time, i.e. over the term of the minimum contract
duration (e.g. 24 months).

Based on the services provided, NFON sends monthly invoices to the customers. For the maijority of
customers direct debit is used to collect monies due. If direct debit is agreed, cash is received with the
direct debit run following the month the service was provided. Revenue is recognised over time when
the respective performance obligations are fulfilled. The amount of revenue is based on the allocation
of the transaction price to the performance obligations on the basis of the relative standalone selling
prices. The total transaction price determined at the inception of a contract is allocated to the perfor-
mance obligations known from the outset (e.g. monthly flat rate for airtime). Revenue for such perfor-
mance obligations is recognised over the life of the contract on a straight-line basis which best reflects
the revenue for each month of the contact. For services which vary over the contact term, revenue is
recognised when the service is provided, e.g. in the month when airtime on a per-minute basis is used
by the customer.
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Products and services

Nature, timing of satisfaction of obligation

Non-recurring revenue Hardware:

Revenue is recognised at the point in time control transfers to the customer.

Activation of the port:

Activating the port results in an extension of Group's network and does not transfer goods or services
to the customer. Hence activation of the port is not a separate performance obligation.

Porting of existing numbers/set-up of new geographical phone numbers:
The customer cannot choose to not purchase this porting activity without significantly affecting the
monthly telephone services. Hence, it is not considered a separate performance obligation.

Consulting services, training services:
Revenue is recognised at the point in time when the training is performed, or over the period the
consulting service is provided. However such training and services are minimal relative to other services

and products.

Based on the products or services provided, NFON sends monthly invoices to the customers. The
customer palys through direct debit or wire fransfer in the month following the month when the
performance obligation is fulfilled. Revenue on hardware is recognised when the hardware is delivered
and all risks and rewards of ownership are transferred to the customer. Revenue for non-recurring
services is recognised when the services are provided, e.g. in the month the training is provided to the
customer. Where a service is not considered a performance obligation, the consideration received is
allocated to the performance obligations of the contract and recognised as revenue accordingly.

For all non-recurring revenue, the respective cash is received in the middle of the month following to the

respective fransaction.

Customer contracts that can comprise both recurring and
non-recurring services or products mostly do not have a
minimum contract duration (month-to-month contracts). In
relation fo such contracts, management assumes that the
contract term s at least one month, as the customer has the
right o cancel on a monthly basis, and therefore the actual
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contract duration cannot be estimated reliably at inception
of the contract.

Forlong-term contracts, i.e. contracts with minimum contract
duration, at contract inception NFON determines the totall
consideration payable by the customer over the life of the

contract, based on the fees that can be estimated reliably.
The Group also determines the performance obligation of
each service/product, calculates the relative standalone
selling price for each performance obligation based on the
list prices and allocates the relative standalone selling pric-
esto the performance obligations over the life of the contract.
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B. Revenue breakdown

The following table shows revenue broken down by segment
and by recurring and non-recurring revenue from products/
services. Asin the previous year, all revenue in the reporting
year resulted from contracts with customers.

2022 2021

in EUR thousand

Product/service

Recurring revenue

NFON AG 42,4083 39,078

 Deutsche Telefon Standard GmbH 15716 14935
nfonGmbH 6830 5873
ONFONUKLG. 7200 7169
NFONlberaSL me 357
NFONITAUASRL. 688 319
NFONFomce - 231
 Consolidatedrecurringrevenue 73573 67.962

Non-recurring revenue

NFON AG 3,678 4,067
 Deutsche Telefon Standard GmbH 1125 1620
CnfonGmbH 1354 1,453
CNFONUKLA. 1 673
NFONlberiasL 3 1
NFONITAUASRL w1 150
NFONFrance 57 &
Non-recurring consolidated
revenue 7.219 7.931
Consolidated revenue 80,792 75,893
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C. Contract balances

The following table provides information on receivables,
contract assets and contract liabilities from contracts with
customers.

Fiscal year ended 31.12.

-!a 2021

in EUR thousand

Receivables included in

trade receivables 9,276 10,900
Contract assets 70 122
Contract liabilities 341 304

The confract assets, which are reported under other assets
in the statement of financial position, mainly relate to the
Group's rights to the consideration for work completed but
not yet billed in the reporting period. When invoices are
made to the respective customers, the relevant amounts are
reclassified in frade receivables. No impairment losses in
connection with confract assets were recognised in the re-
porting periods shown.

The contract liabilities from long-term contracts, which are
presented under other liabilities in the statement of inancial
position, mainly relate to the advance consideration re-
ceived from customers for services af inception of the con-
tract (e.g. activation fees, porting of numbers) which do not
classify as a separate performance obligation and are rec-
ognised as part of the contractual performance obligations
over time. In 2022 (as well in 2021) no revenue was recog-
nised due to adjustments of performance obligations rec-
ognised in prior years.

Given the rolling nature of the long-term contracts and on
the basis of materiality aspects, all contract assets and con-
tract liabilities are classified as current assets and liabilities
respectively. NFON receives upfront payments (e.g. for ac-
tivation of the port and for porting of existing numbers/
set-up of new geographical numbers) which are not allo-
cated to separate performance obligations. Long-term con-
tracts do not include a significant financing component.

2022 2023
in EUR thousand 01.01. Reversal New in New reversal 31.12. Reversal
Confract assets 122 33 7 74 49
Contractliabity a4 28 7 02 a1 22

2021 2022
in EUR thousand 01.01. Reversal New in New reversal 31.12. Reversal
Contract assets 165 82 16 122 122
Contractliabity e 8w s 6 s04 304
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D. Transaction price allocated to the
remaining performance obligations

The following table includes revenue expected to be recog-
nised in future in connection with the performance obliga-
tions not (or only partially) fulfilled in the reporting period.
This mainly relates to future revenue from fixed price com-
ponents under long-term contfracts (i.e. bundles).

Fiscal year
ended 31.12. Recognition
2025 and sub-
in EUR thousand 2022 2023 2024 sequentyears
Unsatisfied allocated transaction price to performance obligations 4,893 2,954 1,610 330
Share 100% 60% 33% 7%

E. Costs to obtain a contfract

In the NFON Group, nearly all customer confracts can be
terminated month-to-month. For these contracts, the NFON
Group applies the practical expedientin IFRS 16 and recog-
nises the incremental costs of obtaining a contract as an
expense when incurred. Commission under such contracts
amounted to EUR 10,780 thousand in 2022 (2021: EUR 9,720
thousand) and is recognised in other operatfing expensesin
the consolidated income statement.
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Management expects that commission paid to its partners
for obtaining the whole contract can be invoiced to the cus-
tomer over the contract’s term.

With regards to long-term contracts, these costs are amor-
tised on a straight-line basis over the non-cancellable
contfract term as this reflects the period over which NFON
transfers products and services fo the customers. Whenever
the contract term is more than twelve months, the Group
capitalises commission as contract costs. This amounted to
EUR O thousand as at 31 December 2022 (31 December 2021
EUR O thousand).

19. Other operatingincome

2022 2021

in EUR thousand

Other operating income

Non-cash employee-related

benefits 470 282
Miscellaneous other income 618 279
Total other operatingincome 1,088 561

Non-cash employee-related benefits include charges to
employees for car usage, for example. EUR 267 thousand
(2021: EUR O thousand) of miscellaneous other income re-
lates to foreign currency gains. A further EUR 136 thousand
(2021: EUR 111 thousand) of miscellaneous other income
relates to income from subletting office space.
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20. Staff costs and employees

Staff costs break down as follows:

in EUR thousand

Wages and salaries 29,772 25,347
Social security contributions 6334 6,366
Share-based payment plans* 86 381
Expensesforpensonsand
other benefits 180 197
Otherstaffcosts 657 a1
Total 37,428 31,703
* Thereof equity-settled 486 381

Expenses for pensions and other benefits mainly relate to
the company’s payments to defined contribution plans (con-
tributions to state plans) which are expensed as the related
serviceis provided. Prepaid contributions are recognised as
an asset to the extent that a cash refund or a reduction in
future payments is available.

In 2022, the average number of employees was 512 and
managers 14 (2021: 451 and 15).
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21. Other operating expenses

2022 2021

Sales commission 11,090 9944

in EUR thousand

Other operating expenses

Markelingexpenses 8463 9794
Consuftingexpenses 350 238
Generaladminisiration 320 1871
Texpenses S 2,240
Othersicffcosts 2828 3,480
Travelexpenses 1309 790
Rentalcosts 1089 957
Supportcosts 225 48
Selingcosts O 86
Currency franslation expenses % 299
Total other operating expenses 35,267 32,310

As sales commission represents a percentage share of
revenue generated through sales partners or dealers, the
increase in fiscal 2022 was mainly due to the increase in fotall
revenue overall and also to the higher share of revenue
generated through partner channels.

The decline in marketing expenses is primarily the result of
the altered sales strategy with a focus on cooperation with
sales partners.

In fiscal 2022, consulting expenses primarily included one-
time expenses of EUR 1,397 thousand in connection with
preparations for a capital market transaction to widen the
equity base.

The increase in general administrative costs results in par-
ticular from licence backpayments in connection with an

existing contract of EUR 900 thousand.

The rental costs primarily include incidental rental costs of
EUR 876 thousand.

Other staff costs mainly include costs for freelancers in R&D.
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22. Income taxes

A. Amounts recognised in profit and loss
Current taxes on the profit or loss for the year are recognised
as an expense in the consolidated income statement with
any changes in provisions for deferred taxes.

A. Tax on profit for the year
Fiscal year ended 31.12.

m 2021

in EUR thousand

Current tax expense (income) 134 436
Deferred tax expense (income) 3,267 -748
Income tax expense (income) 3,401 =312

EUR 137 thousand of the current tax expense in the reporting
year relates to the current year and EUR -3 thousand to the
previous year. EUR 464 thousand of the tax expense in the
previous year related fo the previous year and EUR -18 thou-
sand to earlier years.
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The deferred tax expense for the reporting year comprises
impairment of deferred tax assets on tax loss carryforwards
of EUR 2,003 thousand and expenses of EUR 1,264 thousand
from the adjustment of deferred taxes on temporary differ-
ences. The deferred tax expense was reduced by the rec-
ognition of deferred tax assets on loss carryforwards in the
amount of EUR 88 thousand in the reporting year.

B. Amounts recognised in OCI

There were no transactions affecting deferred taxes in oth-
er comprehensive income in the reporting period or the pre-
vious year.

C. Reconciliation of effective tax rate

In Germany, the calculation of current tax is based on a
combined tax rate of 31.4% for the Group, consisting of a
corporate tax rate of 16%, a solidarity surcharge on this of
5.6% and an average trade tax rate of 16.6%.

in EUR thousand

Profit before tax from continuing
operations

Taxes using the company's
domestic tax rate of 31.41%

rates

Losses for which no deferred tax
assets are recognised

Adjustments for current taxes of
previous years

Use of tax loss carryforwards
for which no deferred tax assets
were recognised in the previous

Change in realisability of deferred

tax assets and tax credits

Tax effect from permanent
differences

Current income taxes

Current tax income (expense)

Deferred tax income (expense)

Income tax income (expense)

-12,181

3,826

670
-260
41

-3,774

-3,692

-161
-161
-3,401
-134
-3,267
-3,401

2021
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The reconciliation to current taxes is significantly affected by
the non-recognition of tax loss carryforwards at NFON AG.
The tax rates used locally by the Group companies range
between 19% and 31.4%.

23. Earnings per share

Basic earnings per share are calculated by dividing the prof-
it for the year after taxes attributable to the ordinary share-
holders of the parent company by the weighted average
number of ordinary shares outstanding in the period.

Diluted earnings per share are calculated by recognising
earnings after tax attributable to the ordinary shareholders
of the parent company, the weighted average number of
ordinary shares outstanding in the reporting period and the
effects of any dilutive effects inherentin converting potential
ordinary shares.
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Earnings per share as shown in the table below reflect the

in EUR thousand

earnings from continuing operations.

2022 2021
Profit (loss) for the year attributable
to the owners of the parent for

basic earnings per share -15,682 -8911

Profit (loss) for the year attributable
to the owners of the parent for
basic earnings per share -15,682 -8911

Quantity 2022 2021

Weighted average number of
ordinary shares for basic earnings
per share 16,661,124 16,204,436

Weighted average number of
ordinary shares for diluted earnings
per share 16,662,929 16,474,180

EUR 2022 2021

Loss per share

24. Related party transactions

Parties are considered to be related if the parties are under
common confrol or if one party has the ability to control the
other party or can exercise significant influence or joint con-
trol over the other party through its financial and operating
policy. In considering each possible related party relation-
ship, attention is paid to the substance of the relationship
and not just the legal form. In addition, arelated party is any
member of the Management Board, level C and the Super-
visory Board of NFON AG, including any of their immediate
family members and any entity owned or controlled by such
persons.

A. Summary of tfransactions with related
parties

The table below shows transactions with related parties with
the exception of the remuneration of members of the
Management Board and the Supervisory Board. Unless
stated otherwise, related parties are companies with signif-
icant influence over NFON AG.
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Transaction values
-E 2021
Sales of goods and services

and other income * 19 23

in EUR thousand

*  EUR 4 thousand (2021: EUR 22 thousand) of which relates to trans-
actions with members of the Management Board and their affliated
companies and EUR 16 thousand (2021: EUR 1 thousand) of which
to transactions with members of the Supervisory Board and their
affliated companies.

Transaction values

m 2021
Purchases of goods and services

and other expenses* 292 2561

in EUR thousand

*  EUR 61 thousand (2021: EUR 130 thousand) of which relates to frans-
actions with members of the Management Board and their affiliated
companies and EUR 230 thousand (2021: EUR 121 thousand) of
which fo transactions with members of the Supervisory Board and
their affliated companies

Balance outstanding

asat 31.12.
in EUR thousand -!a 2021
Receivables* 8 0

*  These exclusively relate to receivables from members of the
Supervisory Board and their affliated companies.
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Balance outstanding

asat 31.12.
in EUR thousand -z 2021
Liabilities * 25 12

*  EUR 3 thousand (2021: EUR 8 thousand) of which relates to liabil-
ities to members of the Management Board and their affliated
companies and EUR 22 thousand (2021: EUR 4 thousand) of which to
liabilities with members of the Supervisory Board and their aoffliated
companies.

Net amount recognised

as at 31.12.
in EUR thousand -!a 2021
Capital reserves* 0 58

* In 2021, EUR O thousand related fo transactions with members of
the Management Board and their affiliated companies and
EUR 58 thousand to the capital increase performed in the previous
year with members of the Supervisory Board and their affliated
companies.

Alltransactions with these related parties must be settled in
cash within fwo months of the end of the reporting period.
None of the balances are secured. No material expense has
beenrecognisedinthe current year or the previous year for
bad or doubtful debts in respect of amounts owed by re-
lated parties.

Sales of goods and services and other income include
cloud-based services provided to related parties. Purchas-
es of goods and services and other expenses essentially
include the services provided by companies controlled by
related parties.

Various members of the Management Board and Super-
visory Board or related parties hold positions in other com-
panies which result in them controlling these companies or
exercising a material influence over these companies.

A number of these companies did business with the Group
in the fiscal year.

From time to time, memibers of the Management Board or
Supervisory Board, or their related parties, may buy goods
and services from the Group or sell goods and services to
the Group.

These transactions generally take place on an arm'’s length
basis. However, members of the Management Board and
the Supervisory Board and their related parties may bene-
fit from "Family&-Friends” terms as customers of NFON if they
are not offered even more favourable terms as “ Premium
Partners” (with the same terms as other "Premium Partners”).
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B. Executfive bodies and remuneration
1. The Management Board
The members of the Management Board are:

Place of ~ Function and Other
Management Board residence profession mandates

CEO, doctorate
Dr Klaus von Rottkay ~ Munich in physics n.a.

CTO, degreein

computer science
Nacken-  and business
administration n.a.

In accordance with section 314(1) no. 6 a sentence 1to 3HGB,
the Management Board received remuneration of EUR 1,005
thousand in the reporting year (2021: EUR 1,613 thousand).
In the previous year, this included grant values for share-
based payments of EUR 661 thousand (reporting year: EUR O
thousand). A total of 180,000 stock options were granted in
the previous year. No stock options were granted in the re-
porting year.

In accordance with IFRS regulations, Management Board

2022 2021

remuneration is as follows:

in EUR thousand

Management Board
remuneration

Short-term remuneration Q49 1,062

Total share-based remuneration
(long-term incentive) 0 137

Total remuneration of
members of management 1,005 1,189
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The short-term remuneration for the members of the Man-
agement Board includes salaries and bonus payments.

2. The Supervisory Board
The members of the Supervisory Board of NFON AG were as
follows as at 31 December 2022:

Supervisory Board Function Profession

Rainer Christian Koppitz Chairman CEO of Katek SE, Munich

Deputy Executive Chairman of ASC
Gunter Muller Chairman Technologies AG, Hésbach

Lawyer, Managing Director
of RECON Rechtsanwallts-
gesellschaft mbH, Munich

Managing Director of
Active Ownership Capital
S.a.rland Active Owner-
ship Corporation S.a.r.l.,
Grevenmacher,

Florian Schuhbauer Luxembourg

In addition to his Supervisory Board work for NFON AG,
Rainer Koppitz also serves as Chairman of the Supervisory
Board of Cenit AG, Stuttgart. Florian Schuhbauer is also the
Deputy Chairman of the Supervisory Board of vita 34 AG,
Leipzig, and member of the Supervisory Board of PNE AG,
Cuxhaven.

The following remuneration was recognised for the mem-

2022 2021

Basic remuneration 215 165

Attendance fee 28 24

bers of the Supervisory Board:

in EUR thousand

Supervisory Board remuneration

Total remuneration of members
of the Supervisory Board 243 189
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25. Segment information

Under IFRS 8, operating segments must be defined on the
basis of the intfernal reporting on Group business units that
is regularly reviewed by the company'’s chief operating de-
cision maker, the Chairman of the Management Board (CEO)
in order fo make decisions on the allocation of resources to
these segments and to assess their performance. The basis
for the decision which information is reported is the internal
organisational and management structure and the structure
of internal reporting. The CEO obtains and reviews financial
information as part of routine management reporting.

Management primarily assesses performance on the basis
of revenue and contribution margin 2 as presented in man-
agement reporting. Confribution margin 2 is calculated as
EBITDA (earnings before interest, taxes, depreciation, amor-
tisation and impairment in accordance with IFRS) adjusted
forindirect intercompany fransfers. Non-recurring effectsin
the period that are considered extraordinary are adjusted
forin reported EBITDA.

Revenue by reportable segment refers to revenue with ex-
ternal customers and is based on IFRS. Invoices issued be-
tween Group companies are presented in the segments as
increases and reductions of costs and are not included in
revenue. The business cost allocations are included in con-
tribution margin 2, while tax transfer pricing requirements
are presented outside contribution margin 2.
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The Group has seven segments, which are shown below
separately as reportable segments. The seven segments
are NFON AG, Deutsche Telefon Standard GmbH, nfon
GmibH, NFON UK Ltd, NFON Iberia SL, NFON ltalia S.R.L. and
NFON France.

The source of the revenue of all segments is described in
note 2 Q — Significant accounting policies — Revenue and note

18 —Revenue.

A. Revenue and contribution margin 2 by
reportable segment

2022 2021

in EUR thousand
Revenue
NFON AG 46,081 43,145
 Deutsche Telefon Standard GmbH 16841 16456
CnfonGmbH 8183 7326
NFONUKLG 803l 7842
a5 368
89 468
NFON France 340 2 88
Total revenue of the reportable
segments 80,792 75,893
Reconciliation 0 0
Total consolidated revenue 80,792 75,893

in EUR thousand

2022 2021

NFON AG 201 3,032

Contribution margin 2

 Deutsche Telefon Standard GmbH sg08 4292
CnfonGmbH a6 644
CNFONUKLE a1 1329
NFONlberiasL 991 1279
NFONTAUASRL 1628 2285
NFONFance 623 2,039
Total contribution margin 2 by

eportable segment -1,506 -251
Other segments 132 148
Reconciiation 3892 -19%
Consolidated EBITDA -5,266 -2,029
Addback:

Depreciation and amortisation -6,760 -6,940
 Netinferest income/expenses 84 o
Income from associates 29 18
Incomefaxexpense 3400 312
Consolidated net profit/loss -15,682 -8,911

Internal reporting is based on IFRS and adjusted EBITDA.
Adjusted EBITDA is calculated by subtracting non-operating
costs and one-time expenses (‘non-recurring effects”) from
EBITDA.
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The reconciliation effects of EUR -3,892 thousand as at
31 December 2022 mainly relate to non-recurring effects
adjusted for in infernal reporting of EUR -4,264 thousand
and consolidation effects and subsequent adjustments in
the consolidated financial statements of EUR +372 thousand.

The reconciliation effects of EUR -1,926 thousand as at 31 De-
cember 2021 include EUR -1,129 thousand in non-recurring
effects adjusted for ininternal reporting and EUR -833 thou-
sand in consolidation effects and subsequent entries in the
consolidated financial statements after presentation of man-
agement reporting mainly as a result of adjustments to
IAS 38 entries.

The adjusted non-recurring effects primarily relate to the
following items:

* Expenses for preparing capital market fransactions:
EUR 1,422 thousand

* Rebranding: EUR 890 thousand

* Subsequent licence payments: EUR 900 thousand

» Focus on core markets: EUR 547 thousand

» Stock options: EUR 486 thousand

B. Revenue by product/service

A description of the Group's products and services can be
found under note 18 —Revenue. Each of the reportable seg-
ments presented above offers recurring and non-recurring
products and services.
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2022

in EUR thousand
Product/service
Recurring revenue 73,673
Non-recurring revenue 7,219
Consolidated revenue 80,792

2021

C. Information on geographical areas
The tables below show revenue and non-current assets by

country. The geographical allocation of revenue and assets

is based on the domicile of the legal entities in the countries.

1. Revenue with external customers

2022

in EUR thousand

Revenue

Germany 61,847
CAustia 8,183
Untedkingdom 8,031
Cspan 445
ey 869
CFance 340
Othercountries 1,076
Reconcilafion 0
Total consolidated revenue 80,792

2021

2. Non-current assets
The table below shows non-current assets other than finan-
cial instruments, investments in associates and deferred

faxes.

in EUR thousand 31.12.2021
Non-current assets

Germany 41,965 m
Cporugal 82 466
CAustia 3 4
Cpoland 238 0
Untedkingdom 206 456
ey 7
Cspan i 33
CFance 2 25
Total non-current assets 43,201 m

D. Major customers

The Group does not have any significant customer concen-
tration. No single external customer accounted for 10.0% or
more of the Group's total revenue.
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26. Consolidated statement
of cash flows

The statement of cash flows was prepared in accordance
with IAS 7. The cash and cash equivalents reported in the
consolidated statement of cash flows are equal to the “Cash
and cash equivalents” item in the statement of financial po-
sition and exclusively comprise short-term cash at banks.
Cash flows frominvesting and financing activities are calcu-
lated directly, the cash flow from operating activities is de-
rivedindirectly on the basis of profit after taxes. Inthe context
of the indirect calculation, the changes of made in statement
of inancial position items are adjusted by foreign currency
translation effects. For this reason, they cannot be reconciled
with the corresponding changes on the basis of the pub-
lished consolidated statement of financial position.

27. Contingencies and commitments

Based on the application of IFRS 16 and the associated cap-
italisation of right-of-use assets for leases with a term of
more than 12 months together with their recognition as fi-
nancial liabilities, leases with a useful life of less than
12 months are presented below. The corresponding mini-
mum lease payments amount to EUR 267 thousand as at
31 December 2022 (31 December 2021: EUR 234 thousand).
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In April 2017, the company entered info a parent company
guarantee agreement whereby NFON AG, as the guarantor,
guarantees to one of its partners, British Telecommunica-
tions plc, all payments that become payable by its subsid-
iary NFON UK. The probalbility of utilisation is considered
very low.

In June 2021, NFON AG provided a directly enforceable
guarantee for BT Germany GmbH & Co. oHG, Munich, which
covers all the creditor's receivables from DTS (subsidiary of
the guarantor).

There is an agreement with Meetecho under which Mee-
techo will perform consulting services for NFON for a period
of five years. This results in a total obligation on the part of
NFON of EUR 385 thousand.

The Group may be subiject to litigation, claims and govern-
mental and regulatory proceedings arising in the ordinary
course of business. In such cases, the Group recognises o
provision for these matters when it is probable that a loss
has been incurred and the amount of the loss can be rea-
sonably estimated. While uncertainties are inherent in the
final outcome of these matters, the Group believes, after
consultation with counsel, that the disposition of these pro-
ceedings will not have a material adverse effect on the
Group's financial position, results of operations or cash flows.

28. Other disclosures

A. Auditor's fee

KPMG AG Wirtschaftsprufungsgesellschaft, Munich, a mem-
ber of the Chamber of Public Accountantsin Berlin, has been
the statutory auditor of the company and the Group since
2018.

The following fees were recognised for the statutory auditor

in 2022 and 2021:

in EUR thousand 2022 2021
Audit of the financial statements 398 372
Other assurance services 9 30
Other services 86 85

Fees for the audit of the financial statements mainly related
to the audit of the consolidated financial statements and the
annual financial statements of NFON AG and a subsidiary.

The other consulting services related to ISO/IEC 27001 certi-
fication in the reporting year.

Other services relate fo assurance services in connection
with the ongoing development of guidelines, systems and
processes in light of the requirements placed on a listed
company.
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B. List of shareholdings

Share Netincome 2022 Equity
nfon GmioH, St Pélten, Austria 100.00% 293 TEUR 2,012 TEUR
NFONUK LI, Maidenhead, Uk 0000% 392TER 6164 TEUR
NFONIberiaSL, Madrid, Spain 10000% Q60TER - 1,067 TEUR
NFON fialia SR L Mian taly 10000%  7TER  GATER
NFONFronce SAS, Paris, France 10000%  -29TERR 18 TEUR
Deutsche Telefon Standard GmbH, Mainz, Germany 10000% 9a4TEUR  7B60TEUR
NFON developments Lda. Lisbon, Portugal 10000%  -7TER  200TEUR
NFONPolskaSpzoo., Warsaw, Polond 0000% U3TER -B6BTEUR
MeetechoS.rl, Naples, aly 249%  18TEWR 416 TEUR

The figures shown for net income and equity are based on
the figures from the IFRS reporting packages (HB II) prepared
by the subsidiaries for the purposes of preparing these con-
solidated financial statements.
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29. Events after the end of
the reporting period

There were no events with a significant impact on the finan-
cial position and financial performance of the Group after
the end of the reporting period.

30. Proposal for the appropriation
of the parent company’s earnings

Itis proposed to carry the netincome of the parent compal-
ny to new account.

31. Declaration of compliance with
the German Corporate Governance
Code

The Management Board and the Supervisory Board have
submitted the declaration of compliance with the German
Corporate Governance Code required in accordance with
section 161 of the German Stock Corporation Act and have
published it on the company’s website (https://corporate.
nfon.com/de/ueber-nfon/corporate-governance/entspre-

chenserklaerung/).

24 April 2023

Dr Klaus von Rottkay Jan-Peter Koopmann
CEO CTO
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Independent Auditor’s Report
To NFON AG, Munich

Report on the Audit of the Consolidated
Financial Statements and the Group
Management Report

Audit Opinions

We have audited the Consolidated Financial Statements of
NFON AG, Munich, and its subsidiaries (the Group), which
comprise the Consolidated Statement of Financial Position
as of 31 December 2022, the Consolidated Statement of
Income, the Consolidated Statement of Comprehensive In-
come, the Consolidated Statement of Changes in Equity and
the Consolidated Statement of Cash Flows for the financial
year 1 January to 31 December 2022 and the Notes to the
Consolidated Financial Statements, including a summary
of significant accounting policies. In addition, we have au-
dited the Management Report of the company and the
Group (the "Group Management Report”) of NFON AG for
the financial year from 1 January to 31 December 2022.

In accordance with German legal requirements, we have
not audited the content of the parts of the Group Manage-
ment Report mentioned in the section "Other information” of
our Auditor's Report.

In our opinion, based on the findings of our audit,
» the accompanying Consolidated Financial Statements
comply in all material respects with IFRSs as adopted by

the EU and the additional requirements of German law
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pursuant to Section 316e (1) of the German Commercial
Code (HGB) and present a true and fair view of the asset
and financial position of the Group as of 31 December
2022 and of its results of operations for the financial year
from 1 January to 31 December 2022 in accordance with
these requirements; and

* the accompanying Group Management Report as a
whole provides an accurate view of the Group's posi-
tion. In all material respects, this Group Management
Report is consistent with the Consolidated Financial
Statements, complies with German legal requirements
and appropriately presents the opportunities and risks
of future development. Our audit opinion on the Group
Management Report does not cover the content of the
components of the Group Management Report men-
tioned in the section "Other information.”

In accordance with Section 322 (3) sentence 1 of the German
Commercial Code (HGB), we declare that our audit has not
led to any reservations concerning the correctness of the
Consolidated Financial Statements and the Group Manage-
ment Report.

Basis for the audit judgements

We conducted our audit of the Consolidated Financial State-
ments and the Group Management Report in accordance
with Section 317 of the German Commercial Code (HGB) and
the EU Regulation on the Audit of Financial Statements (No.
537/2014; hereinafter "EU Regulation on the Audit of Financial
Statements”) and German generally accepted standards for
the audit of financial statements promulgated by the Institut
der Wirtschaftsprufer (IDW). Our responsibility in accordance
with these regulations and principles is described in more

detail in the section "Auditor’s Responsibility for the Audit of
the Consolidated Financial Statements and the Group Man-
agement Report” of our Auditor’s Report. We are independ-
ent of the Group entities in accordance with European law
and German commercial and professional regulations and
have fulfilled our other German professional obligations in
accordance with these requirements. In addition, we declare
pursuant to Art. 10 (2) f) EU Audit Regulation that we have not
performed any prohibited non-audit services in accordance
with Art. 6 (1) of the EU Regulation on the Audit of Financial
Statements. We believe that the audit evidence we have ob-
tained is sufficient and appropriate fo provide a basis for our
audit opinion on the Consolidated Financial Statements and
the Group Management Report.

Particularly important audit matters in the audit

of the Consolidated Financial Statements

Key audit matters are those matters which, in our profession-
al judgement, were of the greatest importance in our audit
of the Consolidated Financial Statements for the financial
year from 1 January fo 31 December 2022. These matters
were considered in the context of our audit of the Consoli-
dated Financial Statements as a whole, and in forming our
opinion thereon; we do noft provide a separate opinion on
these matters.

The recoverability of goodwill and intangible
assets under development is assessed on
the basis of the following criteria

For information on the accounting and valuation principles
applied, please refer to Sections 2F and 6 of the Notes fo the
Consolidated Financial Statements.
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The Risk to the Financial Statements

Goodwill amounted to EUR 12.5 million as of 31 December
2022. Intangible assets under development amounted to
EUR 7.6 million as of 31 December 2022. In total, these assets
represent a significant share of the balance sheet total at
29.0%.

Goodwill and new intangible assets under development
are tested for impairment annually at the level of the
cash-generating unit or group of cash-generating units,
irrespective of the event. If impairment triggers arise during
the year, an impairment test is also carried out on an ad
hoc basis. For the impairment test, the carrying amount is
compared with the recoverable amount of the cash-gen-
erating unit or group of cash-generating units. If the carry-
ing amount is higher than the recoverable amount, an im-
pairment loss is recognised. The recoverable amount is the
higher of the fair value less costs to sell and the value in use
of the cash-generating unit or group of cash-generating
units. The reporting date for the impairment test is 31 De-
cember 2022.

The impairment test is complex and based on a number of
judgements. These include, among other factors, the ex-
pected development of the business and earnings of the
cash-generating units or group of cash-generating units as
well as the assumed long-term growth rates and the dis-
count rates used.
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There is arisk for the Consolidated Financial Statements that
an existing impairment of goodwill as well as the new intan-
gible assets under development was not recognised. There
is also a risk that the related disclosures in the notes are not
appropriate.

Our Approach to the Audit

We obtained an understanding of the company'’s process
for identifying indications of impairment and determining
recoverable amounts through explanations from accounting
staff and by taking the Group accounting policy into con-
sideration.

By involving our valuation experts, we assessed, among
other findings, the appropriateness of the key assumptions
and the company'’s calculation method. For this purpose, we
discussed the expected development of the business and
earnings as well as the assumed long-term growth rates with
the persons responsible for planning. We also performed
reconciliations with other internally available forecasts, e.g.
for tax purposes, and the budget prepared by the legal rep-
resentatives and approved by the Supervisory Board. Fur-
thermore, we assessed the consistency of the assumptions
with external market assessments.

Furthermore, we convinced ourselves of the company's pre-
vious forecasting quality by comparing the planning of pre-
vious financial years with the results actually achieved and

analysing deviations. We compared the assumptions and
data underlying the discount rate, in particular the risk-free
interest rate, the market risk premium and the beta factor,
with our own assumptions and publicly available data.

In order fo assess the methodically and mathematically ap-
propriate implementation of the valuation method, we ver-
ified the valuation carried out by the company on the basis
of our own calculations and analysed deviations.

In order to account for the forecast uncertainty that exists,
we examined the effects of possible changesin the discount
rate, the development of earnings and the long-term growth
rate on the recoverable amount by calculating alternative
scenarios and comparing them with the company’s values
(sensitivity analysis).

Finally, we assessed whether the disclosures in the notes on
the recoverability of goodwill and intangible assets under
development are appropriate.

Our Conclusions

The calculation method used for the impairment test of
goodwill and intfangible assets under development is ap-
propriate and in accordance with the applicable valuation
principles. The assumptions and company data underlying
the valuation are appropriate. The related disclosuresin the
notes are appropriate.
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Stock of recurring revenues

For information on the accounting and valuation principles
applied, please refer to Sections 20 and 18 of the Notes to
the Consolidated Financial Statements.

The Risk to the Financial Statements

The Consolidated Financial Statements for financial year
2022 of NFON AG show recurring revenues of EUR 73.6 mil-
lion. Monthly fees and minute-based call tariffs in particular
contribute to the recurring revenues. For financial year 2022,
NFON AG reports recurring revenues as a percentage of
total revenues of 91.1%.

The maijority of the NFON Group's services are cloud-based
and depend on factors such as the number of extensions or
the number of call minutes, which are recorded by the com-
pany’s IT system and billed on a monthly basis. According-
ly, beyond the company's system records, in many cases
there is no external evidence of performance. The customer
has a right to object within 60 days, after which the billed
services are deemed to have been accepted.

There is arisk to the financial statements that recurring rev-

enues are recognised without effective acceptance of ser-
vices and are therefore overstated.
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Our Approach to the Audit

As a provider of publicly available telecommunications ser-
vicesin Germany, the company is obliged to ensure the bill-
ing accuracy and correctness of the charges of the data
processing facilities by means of a quality assurance system
and to have this regularly audited (Section 459 of the Tele-
communications Act). We have examined the corresponding
audit reports in order to gain an overview of the revenue
recognition process used. We assessed the structure, imple-
mentation and effectiveness of the established internal con-
trol system on the actual existence of contractual relation-
ships with customers.

We examined possible objections by customers within the
respective period and obtained confirmation from custom-
ers for sales revenues selected on the basis of a mathe-
matical-statistical procedure. Furthermore, for a sample of
revenue per new customer selected by a mathemati-
cal-statistical procedure, we assessed the underlying con-
tracts and other evidence regarding the existence of the
customer relationship.

Based on the incoming payments recorded in the bank ac-
counts for the financial year, we calculated an expected
value of the sales revenue for the entire financial year and
analysed deviations from the amount of the sales revenue
recorded.

Our Conclusions
NFON AG's approach to recognising recurring revenues is
appropriate.

Other information

The Management Board or Supervisory Board is responsible
for the other information. The other information comprises
the following components of the Group Management Report
that have not been audited in terms of their content:

» the Combined Group Declaration of Corporate Govern-
ance of the company and the Group referred to in the
Group Management Report, and

+ the information contained in the Group Management
Report that is not part of the Management Report and is
marked as unaudited.

The other information also includes:

» the separate Non-financial Group Report, which is dis-
closed together with the Group Management Report,
and

» the remaining parts of the Annual Report.

The other information does not include the Consolidated
Financial Statements, the audited Group Management Re-
port disclosures and our audit opinion thereon.

Our audit opinions on the Consolidated Financial Statements
and the Group Management Report do not cover the other
information and, accordingly, we do not express an audit
opinion or any other form of conclusion thereon.
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In connection with our audit, we have aresponsibility to read
the other information referred to above and, in doing so,
assess whether the other information is

» materially inconsistent with the Consolidated Financial
Statements, the content of the audited Consolidated
Management Report disclosures or our knowledge ob-
tained in the audit; or

» otherwise appears to be materially misrepresented.

If, based on our work, we conclude that there has been a
material misstatement of such other information, we are re-
quired to report that fact. We have nothing to report in this
regard.

Responsibility of the Management Board
and the Supervisory Board for the Consoli-
dated Financial Statements and the Group
Management Report

The Management Board is responsible for the preparation
and fair presentation of these Consolidated Financial State-
ments in accordance with IFRSs as adopted by the EU and
the additional requirements of German law pursuant fo Sec-
fion 315e (1) of the German Commercial Code (HGB) and for
such internal control as the Management Board deems
necessary to enable the preparation of Consolidated Finan-
cial Statements that are free from material misstatement,
whether due to fraud or error. The Management Board is
alsoresponsible for such intfernal control as it deems neces-
sary fo enable the preparation of Consolidated Financial
Statements that are free from material misstatement, wheth-
er due to fraud or error (i.e. manipulation of the accounting
system or misstatement of assets).
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In preparing the Consolidated Financial Statements, the
Management Board is responsible for assessing the Group's
ability to continue as a going concern. It is also responsible
for disclosing, as applicable, matters related to a going con-
cern. In addition, it is responsible for preparing the Consol-
idated Financial Statements on the basis of the going con-
cern principle. The Group's assets and liabilities are
recognised at fair value unless there is an intention to liqui-
date the Group or to discontinue operations, or there is no
realistic alternative but to do so.

The Management Board is also responsible for the prepa-
ration of the Group Management Report, which as a whole
provides an accurate view of the Group's position and is
consistent in all material respects with the Consolidated Fi-
nancial Statements, complies with German legal require-
ments and appropriately presents the opportunities and
risks of future development. Furthermore, the Management
Board is responsible for the arrangements and measures
(systems) it has deemed necessary to enable the prepara-
tion of a Group Management Report in accordance with the
applicable German legal requirements and to provide suf-
ficient appropriate evidence for the statements made in the
Group Management Report.

The Supervisory Board is responsible for overseeing the
Group's accounting process for the preparation of the Con-
solidated Financial Statements and the Group management
report.

Auditor’s Responsibility for the Audit of the
Consolidated Financial Statements and the
Group Management Report

Our objective is to obtain reasonable assurance as to
whether the Consolidated Financial Statements as a whole
are free from material misstatement, whether due to fraud
or error, and whether the Group Management Report as a
whole provides an accurate view of the Group's position and
is consistent, in all material respects, with the Consolidated
Financial Statements and the audit findings, complies with
Germanlegal requirements and appropriately presents the
opportunities and risks of future development, and to issue
an Auditor’'s Report that includes our audit opinion on the
Consolidated Financial Statements and the Group Manage-
ment Report.

Reasonable assurance is a high level of assurance, but is not
a guarantee that an audit conducted in accordance with
Section 317 of the German Commercial Code (HGB) and the
EU Regulation on the Audit of Financial Statements and Ger-
man generally accepted standards for the audit of financial
statements promulgated by the Institut der Wirtschaftsprufer
(IDW) will always detect a material misstatement. Misstate-
ments can result from fraud or error and are considered ma-
terial if, individually or in the aggregate, they could reason-
ably be expected to influence the economic decisions that
users make on the basis of these Consolidated Financial
Statements and Group Management Report.

During the audit, we exercise professional judgement and
maintain a critical attitude. Furthermore,
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* we identify and assess the risks of material misstate-
ment of the Consolidated Financial Statements and the
Group Management Report, whether due to fraud or
error, design and perform audit procedures responsive
to those risks, and obtain audit evidence that is suffi-
cient and apypropriate to provide a basis for our audit
opinion. The risk of not detecting a material misstate-
ment resulting from fraud is higher than the risk of not
detecting a material misstatement resulting from error
because fraud can involve collusion, forgery, intfentional
omissions, misleading representations, or the override
of internal controls.

* we obtain an understanding of internal control relevant
to the audit of the Consolidated Financial Statements
and of the procedures and policies relevant to the au-
dit of the Group Management Report in order to design
audit procedures that are appropriate under the cir-
cumstances, but not for the purpose of expressing an
opinion on the effectiveness of those systems.

» we evaluate the appropriateness of the accounting pol-
icies used and the reasonableness of accounting esti-
mates and related disclosures made by the Manage-
ment Board.

» we conclude on the appropriateness of the going con-
cern basis of accounting used by the Management Board
and, based on the audit evidence obtained, whether a
material uncertainty exists related fo events or conditions
that could cast significant doubt on the Group’s ability to
continue as a going concern. If we conclude that a ma-
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terial uncertainty exists, we are required to draw atten-
tion in our Auditor’s Report fo the related disclosures in the
Consolidated Financial Statements and the Group Man-
agement Report or, if such disclosures are inappropriate,
to modify our opinion. We base our conclusions on the
audit evidence obtained up to the date of our audit opin-
jon. However, future events or conditions can result in the
Group being unable fo continue as a going concern.

we assess the overall presentation, structure and con-
tent of the Consolidated Financial Statements, including
the disclosures, and whether the Consolidated Finan-
cial Statements represent the underlying transactions
and events in a manner that the Consolidated Financial
Statements give a true and fair view of the asset, finan-
cial and earnings positions of the Group in accordance
with IFRSs as adopted by the EU and the additional re-
quirements of German law pursuant to Section 316e (1)
of the German Commercial Code (HGB).

we obtain sufficient appropriate audit evidence re-
garding the accounting information of the companies
or business activities within the Group to express an
opinion on the Consolidated Financial Statements and
on the Group Management Report. We are responsible
for directing, supervising and performing the audit of
the Consolidated Financial Statements. We are solely
responsible for our audit opinions.

we assess the consistency of the Group Management
Report with the Consolidated Financial Statements, its
compliance with the law and the view of the Group’s
position conveyed by it.

* we perform audit procedures on the forward-looking
statements made by the Management Board in the
Group Management Report. On the basis of sufficient
appropriate audit evidence, we in particular verify the
significant assumptions underlying the forward-looking
statements made by the Management Board and eval-
uate the appropriate derivation of the forward-looking
statements from these assumptions. We do not express
an independent opinion on the forward-looking state-
ments or the underlying assumptions. There is a signifi-
cant unavoidable risk that future events will differ mate-
rially from the forward-looking statements.

We discuss with those charged with governance, among
other matters, the planned scope and timing of the audit
and significant audit findings, including any significant defi-
cienciesin the internal control system that we identify during
our audit.

We issue a declaration to those charged with governance
that we have complied with the relevant independence
requirements and discuss with them all relationships
and other matters that could reasonably be thought to bear
on our independence and, where relevant, the actions tak-
en or safeguards implemented to address threats to our
independence.
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From the matters discussed with those charged with gov-
ernance, we determine those matters that were of the great-
est importance in our audit of the Consolidated Financial
Statements of the current period and are therefore the key
audit matters. We describe these matters in the Auditor's
Report unless the law or other regulations preclude public
disclosure of the matter.

Other statutory and other legal requirements
Report on the audit of the electronic reproductions of the
Consolidated Financial Statements and the Group Man-
agement Report prepared for the purpose of disclosure
pursuant to Section 317 (3a) of the German Commercial
Code (HGB)

Pursuant to Section 317 (3a) of the German Commercial Code
(HGB), we have performed a reasonable assurance audit
to determine whether the data contained in the file provided
“nfonag-2022-12-31-en.zip" (SHA256 hash value: 257a72¢
46c68b58ca8b3e893083chb7940187dab982f118435e6
f76deeba39f83) and prepared for the purpose of publica-
tion of the Consolidated Financial Statements and the Group
Management Report (hereinafter also referred to as “ESEF
documents”) comply with the requirements of Section 328 (1)
of the German Commercial Code (HGB) regarding the elec-
tronic reporting format ("ESEF format”) in all material re-
spects. In accordance with the German statutory provisions,
this audit only extends to the conversion of the information
in the Consolidated Financial Statements and the Group
Management Report info the ESEF format and therefore nei-
ther to the information contained in these reproductions nor
to other information contained in the above-mentioned file.

NFON AG ANNUAL REPORT 2022

In our opinion, the reproductions of the Consolidated Fi-
nancial Statements and the Group Management Report
confained in the aforementioned file and prepared for the
purpose of disclosure comply in all material respects with
the requirements of Section 328 (1) of the German Commer-
cial Code (HGB) concerning the electronic reporting format.
We do not express an opinion on the information contained
in these reproductions or on the other information con-
tained in the above-mentioned file beyond this opinion and
our opinions on the accompanying Consolidated Financial
Statements and the accompanying Group Management
Report for the financial year from 1 January to 31 December
2022 contained in the preceding “"Report on the Audit of the
Consolidated Financial Statements and the Group Man-
agement Report.”

We have conducted our audit of the reproductions of the
Consolidated Financial Statements and the Group Man-
agement Report contained in the above-mentioned pro-
vided file in accordance with Section 317 (3a) of the Ger-
man Commercial Code (HGB) in compliance with the IDW
Auditing Standard: Audit of Electronic Reproductions of
Financial Statements and Management Reports Prepared
for the Purposes of Disclosure pursuant to Section 317 (3a)
of the German Commercial Code (HGB) (IDW PS 410
(06.2022)). Our responsibility thereafter is described in
more detail below. Our auditing practice has complied
with the requirements for the quality assurance system of
the IDW Quality Assurance Standard: Requirements for
Quality Assurance in the Auditing Practice (IDW QS 1).

The Management Board of the company is responsible for
the preparation of the ESEF documents with the electronic
reproductions of the Consolidated Financial Statements
and the Group Management Report in accordance with
Section 328 (1) sentence 4 no. 1 of the German Commercial
Code (HGB) and for the certification of the Consolidated
Financial Statements in accordance with Section 328 (1)
sentence 4 no. 2 of the German Commercial Code (HGB).

Furthermore, the Management Board of the company is re-
sponsible for such internal control as it determines is neces-
sary to enable the preparation of the ESEF documents that
are free fromn material misstatement, whether due to fraud or
error, pursuant to Section 328 (1) of the German Commercial
Code (HGB) with regard to the electronic reporting format.

The Supervisory Board is responsible for overseeing the
process of preparing the ESEF documents as part of the fi-
nancial reporting process.

Our objective is fo obtain reasonable assurance as o wheth-
er the ESEF documents are free from material non-compli-
ance, whether due to fraud or error, with regard to violations
of the requirements of Section 328 (1) of the German Commer-
cial Code (HGB). During the audit, we exercise professional
judgement and maintain a critical atfitude. Furthermore,

» weidentify and assess the risks of material non-compli-
ance with the requirements of Section 328 (1) of the Ger-
man Commercial Code (HGB), whether due to fraud or
error, design and perform audit procedures responsive
to those risks, and obtain audit evidence that is sufficient
and appropriate fo provide a basis for our audit opinion.
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* we obtain an understanding of internal control relevant
to the audit of the ESEF documents in order fo design au-
dit procedures that are appropriate in the circumstanc-
es, but not for the purpose of expressing an opinion on
the effectiveness of those controls.

» we assess the technical validity of the ESEF documen-
tation, i.e. whether the file provided containing the ESEF
documentation complies with the requirements of Del-
egated Regulation (EU) 2019/815, as amended at the
reporting date, for the technical specification for that file.

* we assess whether the ESEF documentation provides
a consistent XHTML representation of the audited Con-
solidated Financial Statements and the audited Group
Management Report.

* we assess whether the mark-up of the ESEF documents
using inline XBRL technology (iXBRL) in accordance with
Articles 4 and 6 of Delegated Regulation (EU) 2019/815,
as applicable at the reporting date, provides an ade-
quate and complete machine-readable XBRL copy of
the XHTML rendition.

Otherinformation according to Art. 10 of the EU Regulation
on the Audit of Financial Statements

We were elected as auditors of the Consolidated Financial
Statements by the Annual General Meeting on 24 August
2022. We were appointed by the Audit Committee on
23 September 2022. We have served as auditors of the Con-
solidated Financial Statements of NFON AG without inter-
ruption since the 2018 financial year.
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We declare that the audit opinions contained in this audit
opinion are consistent with the additional report to the audit
committee pursuant to Art. 11 of the EU Regulation on the
Audit of Financial Statements (Audit Report).

We have provided the following services, which are not dis-
closed in the Consolidated Financial Statements or the
Group Management Report, in addition to the audit of the
financial statements of the company and its controlled en-
tities: Support services in preparation for potential enforce-
ment proceedings.

Other matters — use of the Auditor’s Report
Our Auditor’s Report should always be read in conjunction
with the audited Consolidated Financial Statements and the
audited Group Management Report as well as the audited
ESEF documents. The Consolidated Financial Statements
and the Group Management Report converted to the ESEF
format —including the versions to be entered in the compa-
ny register —are merely electronic reproductions of the au-
dited Consolidated Financial Statements and the audited
Group Management Report and do not replace them. In
particular, the ESEF opinion and our audit opinion contained
therein can only be used in conjunction with the audited ESEF
documents provided in electronic form.

Note on the supplementary audit

We issue this Auditor's Report on the Consolidated Financial
Statements and the Group Management Report as well as
on the Consolidated Financial Statements and the Group
Management Report submitted for audit for the first time in
the file “nfonag-2022-12- 31-en.zip" (SHA256 hash value:
257072c46c68b58ca8b3e893083cb794a187da-
5982f118435e- 6f76deeb6a39f83) and prepared for the pur-
pose of disclosure based on our audit, which we performed
in accordance with professional standards, on 26 April 2023
and our supplementary audit completed on 26 May 2023
relating to the initial submission of the ESEF documentation.

Auditor responsible
The auditor responsible for the audit is Rainer Rupprecht.

Munich, 25 April 2023/limited to the review of the ESEF doc-
uments mentioned in the notice of supplementary audit:
26 May 2023

KPMG AG
Wirtschaftsprifungsgesellschaft

Rupprecht David
German Public German Public
Auditor Auditor
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Definitions and abbreviations

Adjusted EBITDA
EBITDA is adjusted for non-recurring effects and expenses for stock options,
for example.

API
Application programming interface

ARPU

Average revenue per user — blended ARPU, i.e. the average is taken across
all products, channels and regions. Blended ARPU is calculated as the recur-
ring revenue for the period in question — less the recurring revenue from
monthly fees with SIP trunks — divided by the total number of seats (seat base)
for the period in question. Monthly fees with SIP trunks are not seat-based.
An SIP trunk is counted toward the number of voice channels sold. So as not
to dilute the ARPU figure, recurring SIP frunk revenue is therefore deducted.
However, sold voice minutes from SIP trunk are counted, since these could
also be generated on conversion info seats as part of a fargeted medi-
um-term migration.

BSS

Business support system —in the telecommunications industry, this refers to
a system for managing contractual relationships with customers/suppliers/
partners, managing products and resources and billing.

Business applications
Software products used in the administration of businesses and organisa-
tions, such as enterprise resource planning (ERP) systems.

CAGR
Compound annual growth rate

Channel
Sales channel, here especially indirect sales via partners. “Best in class”
means the best sales organisation in the comparable industry.

Churn
Churn refers to the customer deactivation/termination rate.

Churnrate

NFON measures the extent of subscriber deactivations in a certain period, in
our case monthly, with the gross deactivation/termination rate. We define the
gross deactivation rate as the number of seats lost in a certain period divid-
ed by the total number of seats at the end of the period. As arule, we calcu-
late the gross churn rate on a monthly basis. We include both contract fermi-
nations and unterminated contracts under which no seat has been activated
for six months.

Cloud

The cloud refers in general o a group of remote computers and servers that
are connected over the internet and can jointly provide resources such as
storage, processing power and applications. Users can access these re-
sources via the internet without having to physically access hardware or in-
frastructure. The cloud enables users and businesses fo scale and use data
and applications quickly and flexibly without having to take responsibility for
the administration and maintenance of the underlying infrastructure.
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Communication platforms

A communication platform as a software or online platform that enables
users fo communicate and interact in real time. These platforms typically of-
fer functions such as messaging, voice and video calls, file transfer and re-
al-time collaboration. Communication platforms are used by individuals,
businesses and organisations to enable effective infernal and external com-
munication and optimise business processes. Examples of communication
platforms are Slack, Microsoft Teams, Zoom, Skype and WhatsApp.

Communication platforms as a service (CPaasS)

CPaaSis a cloud-based delivery model that enables companies to use ap-
plication programming interfaces (APIs) to augment business applications
with real-time communication functions such as voice, video and messaging.

Contact centre as a service (CCaa$)

CCaaS is a software as a service (SaaS)-based application that helps cus-
tomer service companies fo fully manage customer interactions across chan-
nels (multichannel or omnichannel).

Contact centre solutions

A contact centre is a central unit of a company or organisation responsible
for the management of incoming and outgoing communication. It is a place
where customer enquiries and problems can be dealt with via various chan-
nels such as telephone, e-mail, chat, social media, etc. Contact centres typ-
ically use specialised software tools such as customer relationship manage-
ment (CRM) systems, ticketing systems and automated telephony systems to
manage and optimise interaction with customers. The objective of a contact
centre is to promote customer satisfaction and loyalty and to make custom-
er support more effective and efficient.

CRM
Customer relationship management

CcXo

Derived from the English designation of the highest management functions
of a company. The C stands for Chief, the O for Officer. Since there can be
different chief officer functions in a company, the X stands for the variable. In
the case of NFON, these are currently the CEO (Chief Executive Officer), the
CTO (Chief Technology Officer), the CMO (Chief Marketing Officer) and the CFO
(Chief Financial Officer).

Distributor
Distribution refers to the distribution of goods or services from a manufactur-
er or supplier to end customers or retailers.

DSL

Digital subscriber line — a range of transfer standards of the physical layer,
whereby data can be transmitted and received at high speeds (up to 1,000
Mbps) via simple copper lines such as the subscriber line.

EBITDA

Earnings before interest, taxes, depreciation and amortisation (EBITDA). Ad-
justed EBITDA is calculated by subtracting non-operating, one-time expens-
es from EBITDA.

EBITDA adjusted
For adjusted EBITDA, non-operating costs and one-off expenses are exclud-
ed from EBITDA.
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Enterprise resource planning (ERP)

Enterprise resource planning is the business task of planning, managing and
administrating staff, resources, capital, equipment, materials, and information
and communication technology in atimely and needs-based mannerinline
with the corporate purpose.

ESG

Environment, social and governance refer to factors that investors and busi-
nesses consider in order to assess E-, S- and G-related risks and opportuni-
ties. ESG measures ecological and social impact and how a business is run.
ESG is an analytical approach that uses data to assess businesses accord-
ing to these factors. It is generally used to evaluate companies and invest-
ments.

ESOP
Employee stock option plan—a programme whereby employees can acquire
shares in their own company.

IP telephony

IP telephony (also known as VolP — voice over internet protocol) is a fechnol-
ogy that allows voice and multimedia communication fo be transmitted via
the internet protocol (IP). In contrast to traditional telephone systems, which
use the public telephone network infrastructure, IP telephony converts voice
signallsinfo digital data packets and fransfers them via the internet or a private
IP network. IP telephony can be used via various devices such as computers,
smartphones, IP telephones and special hardware devices.

KPI
Key performance indicator

Meet & Share
NFON product for video calls with the option of not only video transmission
but also screen sharing.

NPS

Net promoter score —a key figure used to measure customer satisfaction and
loyalty. NPS is based on a simple question to customers: “How likely is it that
you would recommend our product/service to a friend or colleague?” Cus-
tomers can answer on a scale from O to 10.

PBX/cloud PBX

PBX (private branch exchange) is a general term for a telephony system for
businesses that offers multiple incoming and outgoing lines, call forwarding,
voicemail and call management functions. If this is operated over a cloud
(see "Cloud"), this telephony systemis referred to as “cloud PBX".

SDSL
Symmetric digital subscriber line is a DSL access technology to a public dig-
ital network.

Seat
Seats are telephone extensions installed with customers.

Seat base

The seat base is the fotal number of seats and licences used by customers.
NFON always calculates the seat base as at the end of the reporting period,
e.g. 31 December.

SIP trunk technology
Atelephone line or system connection that can be provided using the stand-
ard protocol SIP (session initiation protocol) via IP connection.
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Software as a service (SaaS)

Software as a service (SaaS) is a cloud computing model whereby software
applications are provided over the internet. In contrast to traditional software
solutions, in which users have to install and run software on their own com-
puters, SaasS applications can be used directly via web browser.

Unified communications (UC)

Unified communications (UC) is an integrated solution that combines various
communication methods in one platform to improve collaboration and infor-
mation exchange. UC systems enable users to use various communication
channels such as voice, video, chat, e-mail and collaboration in real time via
a single inferface.

UC also integrates various functions such as voice and video calls, telecon-
ferences, messaging and file transfer in a single application or platform.
Through the integration of communication channels and functions, UC offers
a seamless and efficient way to collaborate and improves the productivity
and effectiveness of teams and organisations.

Unified communications and collaboration (UCC)

UCis typically offered jointly with collaboration functions. These include shar-
ing screens, collaborating on a single document, and shared use of software,
e.g. whiteboards.

Unified communications and collaboration as a service (UCCaas$)
See software as aservice. In this case, UCC programs are offered as a service.

Verticals
Verticals or vertical markets are markets in which goods and services from
different business areas of a sector-specific value chain are offered.

Wholesale distributor

Wholesale distributors have further wholesale partners or their own network
of wholesale partners through which NFON's services are sold. See also 'Dis-
tributor”.
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