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Independent auditors' report

The Supervisory Board and Stockholders
Telekom Austria Aktiengesellschaft:

We have audited the accompanying consolidated balance sheets of Telekom Austria Aktiengesellschaft
("Telekom Audria') as of December 31, 2000 and 1999, and the related consolidated statements of operations,
cash flows and changes in stockholders equity for each of the years in the three year period ended December 31,
2000. These consolidated financial statements are the responsibility of the Company's management. Our
responsibility isto express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generaly accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are free of material misstatement. An audit includes examining, on
atest basis, evidence supporting the amounts and disclosures in the consolidated financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overal financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the consolidated financia statements referred to above present fairly, in all material
respects, the financial position of Telekom Austria as of December 31, 2000 and 1999, and the results of its
operations and its cash flows for each of the years in the three year period ended December 31, 2000, in
conformity with accounting principles generally accepted in the United States of America.

Grant Thornton — Jonasch & Platzer KPMG Austria GmbH
Wirtschaftsprifungs- und Steuerberatungs-OHG Wirtschaftsprifungs- und Steuerberatungsgesel | schaft

Vienna
March 30, 2001
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TELEKOM AUSTRIA AG
CONSOLIDATED BALANCE SHEETS

(in €'000s omitted, except per shareinformation)

December 31, December 31,

ASSETS 2000 1999
Current assets
Cash and Cash eQUIVAIENES...........ccoviiiceese e 17,715 380,102
S 10T B (= N T 01V (<L 5,962 42,305
Accounts receivable, net of allowances of € 72,168 and € 61,423
as of December 31, 2000 aNd 1999.........c.cooiiiiiiiiieeeceee ettt 493,817 613,667
Receivables due from related parties......... 107,141 110,246
Inventories................ 74,776 79,689
(DS e =0 = = < LS 1,742 21,809
PrEpaid EXPENSES. ... .cuiveiiieteiirieiesiete sttt sttt se st st se st te e be st e ete e ebesestesessese e nteneee 16,531 18,270
LI =100 TSR 108,503 188,171
Other current assets. 165,000 53,076
TOTAL CURRENT ASSETS.... oottt estee st ettt et sae b s sanesnessareenbeesnneen 991,187 1,507,335
Property, plant and eQUIPMENT, NEL...........coiieirieieeese e saens 5,069,507 5,411,125
Intangible assets at CoSt........ccvvvvervrieeririniiisieeens 262,438 23,661
Less accumulated amortization (32,131) (7,148)
230,307 16,513
INVESEMENTS 1N A filIAEES.....cueeveceieceeceece ettt et sr et s e e e sbeeeesreeeeenea, 612,962 544,799
Other investments 149,612 133,982
(DS e =0 = S < LR 144,233 1,831
218,018 0
720,096 691,508
8,135,922 8,307,093
LIABILITIESAND STOCKHOLDERS EQUITY
Current liabilities
ShOrt TEIMM BOITOWINGS......ceveieieieieetiieieiesiesesesesesiese e e e ssesessese s sesasse e stesessesessesesssasessesenen: 945,992 508,862
ACCOUNES PAYBDIE ...ttt ettt ettt s et et e s nn e 524,969 381,224
Accrued lHabilitieS........covieeveeceeece e 172,979 133,653
Payablesto related parties 103,744 689,362
(DTS = o T 100 o< 66,508 67,491
Income taxes payable 12,726 12,556
Deferred income taxes 1,398 12,952
Other CUITENE IADITTIES. ..ottt ettt st sbeete s ntesreesne e 44,352 29,138
TOTAL CURRENT LIABILTIES. ...ttt ettt ettt et sae e s re s 1,872,668 1,835,238
Long-term debt, Net Of CUMTENt POTTION........cviveiiriiieirieerie et snenen 2,353,858 2,319,126
Lease obligations, net of current portion 798,955 757,305
Employee benefit obligations............c.coe.... 448,536 248,462
DEfEITEH INCOME LAXES.......eccviieieee ittt ettt ettt ee st e et s be et e s beeseesbeeseesbesbeestesbseneesbeeneesbeaneenns 19,329 71,009
(@15 T=! T 38,964 45,880
Stockholders' equity
Common stock, issued and outstanding shares 500,000,000 with par valueof €2.181..... 1,090,500 1,090,500
Additional paid in CapItal..........cccoriiiririeieriei e 451,677 452,105
RELAINEA GAIMINGS......ccoiiieiieiiisei ettt st seebe et e e saese st se e ebeseseesensnsans 1,061,462 1,487,575
Accumulated other COMPreNENSIVE I0SS........covivicieiciiirr e 27) (107)
TOTAL STOCKHOLDERS EQUITY .ottt ettt ens st 2,603,612 3,030,073
TOTAL LIABILITIESAND STOCKHOLDERS EQUITY ...cviiiieeiee e 8,135,922 8,307,093

See accompanying notes to consolidated financia statements



TELEKOM AUSTRIA AG
CONSOLIDATED STATEMENTS OF OPERATIONS
(in €'000s omitted, except per shareinformation)

2000 1999 1998
OPEratiNg lEVENUES........ccveiveeeieeesiereeeeeeesese e srestessesse e ssessessessensens, a 2,814,397 2,948,199 2,830,435
OPEratiNg EXPENSES......coevuirtirrirrerieeeeeesesie st tesee e e e ssessessesseseens b)
MELENTAIS.....ceeeeceectece ettt (108,167) (133,718)  (97,654)
Employee costs, including benefits and taxes.........c.ccoccvvveeerennnen, (865,599) (645,596) (555,134)
Depreciation and amortization.............ccoeveeeeeerrenieneneneneeeeses (915,889) (864,549) (814,642)
Other Operating EXPENSES........courveieereresiesesie s (1,217,377) (1,036,694) (758,999)
OPERATING (LOSS) INCOME.......cccceiviiieieiesesieseeienenns (292,635) 267,642 604,006
Other income (expense)
1010 (S T (001 <Y C) 78,552 66,749 40,406
INEErESt EXPENSE......cueeeeeeeeeieteee sttt d) (239,914) (228,069) (212,019)
D IAYi 0 (=t aTo ] 1070 ] 1 41U 1,405 1,152 663
(@107 0T R (44,662) (9,528) (6,284)
(LOSS) INCOME BEFORE INCOME TAXES,
EQUITY IN EARNINGS OF AFFILIATESAND
EXTRAORDINARY ITEMS.......ccccoeeeire e (497,254) 97,946 426,772
Income tax (exXpense) beNEfit.........ccoovvvereve e 178,829 (14,489) (123,375)
Equity in earnings of affiliates.........cccvvvevvnieniere e 36,314 117,469 136,545
(LOSS) INCOME BEFORE EXTRAORDINARY ITEMS.. (282,111) 200,926 439,942
Extraordinary 10SS, Net Of taX........cccrireneneneneeeesse e (3.453) (689)  (10,468)
NET (LOSS) INCOME........ccooiiieierieteseseseeieeesteste s seeeenens (285,564) 200,237 429,474
Basic and fully diluted earnings per SNare..........ccoccvvvereenenineeeenees (0.57) 0.40 0.86
Basic and fully diluted earnings per share excluding
EXLraordinary ItEMS........cooevirereeirere s (0.56) 0.40 0.88
a) includesrevenuesfrom related partiesof ..........cccccvvevecernnne 289,818 262,970 208,274
b) includes operating expenses from related parties of .............. 309,094 344,864 291,143
€) includesinterest income from related parties of .................... 3,138 1,975 20,059
d) includesinterest expense from related parties of ................... 13,045 31,298 14,862

See accompanying notes to consolidated financial statements
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TELEKOM AUSTRIA AG
CONSOLIDATED STATEMENTSOF CASH FLOWS
(in €'000s omitted, except per shareinformation)

2000 1999 1998
Cash generated from operations
NEL INCOMIE. ... ieeeeeiceeeeteese st esess et es st asesese e s st b s se s s e e e e st e s s e se s s se e s s et e s e e s et esnennsnsessnns (285,564) 200,237 429,474
Adjustments to reconcile net income to cash generated from operations
Depreciation and amortization of property, plant and equipment, goodwill
and Other iNtANGIDIE @SSELS.........cccoiiueirieiiieceeee et ene s 915,889 864,549 814,642
Employee benefit obligation - [0NG LEIM.........cvvrrrrireeee e 200,073 34,699 (905)
Allowance for dOUDH Ul BCCOUNLS............cviriiviiriieeeee ettt st re e sbesre s e e enesbeses 26,483 40,142 26,984
Changein deferred taxes. (180,726) 6,270 16,654
Equity in earnings of affiliatesin excess of dividends received.. 30,805 (59,325) (99,482)
StOCK PUFChESE PIaN.......coveieerieciereere s 7,196 0 0
(Gain)/L0ss 0N Sal €S Of INVESIMENES.......c.ovveeueririieierreeeere e (524) 201 1)
L 0SS 0N diSPOSA Of EQUIPIMENE. ....c.cueuiiiririririsieie ettt enes 35,161 14,046 13,412
Changes in assets and liabilities, net of effect of business acquired
ACCOUNES FECEIVADIL. ...t 94,224  (121,158) (96,628)
DU from related PAIES.......c.cuovreierrerrecie e (6,408) 69,462  (144,044)
[0S 010 =TSO 4,920 14,639 561
2,005 875 543
7,808 42,194 104,264
ACCOUNES PAYBDIE.......ecveeiietiieteeseete ettt ae st et ese e s ese et e e s eneneenesanes 143,480 111,294 (45,464)
ACCIUEH [HADITIES. ..ttt snsenns 38,723 17,384 16,658
Dueto related parties. (33,155) (31,986) 122,374
Other lighilities....... 7,283 8,155 38,118
1,007,673 1,211,678 1,197,160
Cash used in investing activities
Capital expenditures, including interest Capitalized............covveeeerreccinnieeeese s (601,538)  (697,188) (764,179)
Acquisitions and investments, net of cash acquired.. .. (334,662 (45,057) (5,943)
Proceeds from Sale Of @QUIMENL..........coriirrriiieeieee et 16,133 11,503 13,962
Purchase of INVeStMENtS - SNOMt tEIM.........coviieiccr s (176) (6,513) (167,023)
Purchase of American Call for Stock Option Programm. (12,527) 0 0
Proceeds from sale of investment - short term... 36,336 138,383 3,508
Proceeds from sale of investment - 10Ng terM..........ccciiiiiirnnrrrr s 2,719 2,665 2,754
(893,715)  (596,207)  (916,921)
Cash from (used in) financing activities
Principal payments 0N BONS..........cociiiircc s (202,030) 0  (119,838)
Proceeds from issuance of long-term debt.. 377,553 0 0
Principal payments on long-term debt.... .. (138,151) (248,654) (278,978)
Change in short-term bank DOITOWINGS..........ceriereueriiieiiieerie e sa e aene s 387,710 31,016 (20,519)
Changes in fiNanCing With OIAG..........reeecinisseesessssesssssssss s essssssssssesssssssssssssssssssssanes (492,516)  (398,588) 949,861
Changes from financing with Mobilkom group. .. (2685520) (110,135) 153,252
Proceeds from Sale Of taX DENEFIS..........viiiiceeceeecece et st aenennens 0 44,437 7,337
[TV T [=Tg o L3 7o TR (140549)  (333,201) (205,342)
Capital contributions by minority SharehOlders..........ccvvieiricennre e 0 0 534
(476,503) (1,015,125) 496,307
Effect of exchange rate Changes...........ccceriiinccerece s 158 0 0
Net increase (decrease) in cash and cash QUIVAIENES.........c.cccevveiviirniieeincinnies s (362,387) (399,654) 776,546
Cash and cash equivalents at beginning Of PEriOd...........cccerriiinccnee e 380,102 779,756 3,210
Cash and cash equivaents at end Of PEIIOG.........covuiiririeireeieieieeeree s 17,715 380,102 779,756
Cash paid for
01 OO PPRSTTTTTRR 190,278 200,825 218,599
INCOME LAX....1eeiteceveceeeete et et e et e et et e eaeebe e be et e saeeeaeeseesaesbeeabesasesaeeseesseaseensesasesheebeensesssensesnnesrnerenn 8 80,178 118,997
Cash received for
01 OO TTTTPRT 30,882 63,242 19,309
INCOME LAX .1 e teeeteeteeete et et te et e et e e eaeebeeebe et e saeeeaeeseeseesbeeabesasesaeeseessenseensesasesheebeensenssenseennesrnerenn 0 31,160 0
Non cash investing and financing
(@001 oo g0 L= = S oo RSO SRR 0 607,802 143,598

See accompanying notes to consolidated financial statements
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TELEKOM AUSTRIA AG
STATEMENT OF CHANGESIN STOCKHOLDERS EQUITY
(in €'000s omitted, except per shareinformation)

Accumulated
Common stock Additional other Total
Number of paid Retained comprehensive stockholders
shares  Par value in capital earnings income (loss) equity
Balance January 1, 1998..........cccovrerreinrinennns 500.000.000 1.090.500 452.105 1.396.407 77 2.939.089
Dividends declared (205.342) (205.342)
Comprehensive income
NELINCOME.....iivierirerireererie s 429.474 429.474
Unrealized gains on securities, net of
€ (84) deferred income taxes.............. 163 163
Total comprehensiveincome.............cccoveeeenen. 429.637
Balance December 31, 1998.........ccccceevrirennen. 500.000.000 1.090.500  452.105 1.620.539 240 3.163.384
Dividendsdeclared..........cccouveverreenerinreennns (333.201) (333.201)
Comprehensive income
NEL INCOME.....cvieiirieieerirererer e, 200.237 200.237
Unrealized losses on securities, net of
€ 60 deferred income taxes................. (117) (117)
Foreign currency translation adjustment... (230) (230)
Total comprehensiveincome...........cooveenenes 199.890
Balance December 31, 1999.........ccccovrvieinnenen 500.000.000 1.090.500 452.105 1.487.575 (207) 3.030.073
Dividendsdeclared................. (140.549) (140.549)
Stock purchase plan 7.924 7.924
Change in Stock Options...........cccccoerrrrennn. (8.352) (8.352)
Comprehensive loss
NEEIOSS......oooeeeeeeeeeeeeeee s (285.564) (285.564)
Unrealized losses on securities, net of
€ 62 deferred income taxes................. (121) (121)
Foreign currency trandation adjustment... 201 201
Total comprehensiveincome...........coveenenes (285.484)
Balance December 31, 2000 500.000.000 1.090.500 451.677 1.061.462 (27) 2.603.612

See accompanying notes to consolidated financial statements
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TELEKOM AUSTRIA AG
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All amountsin € '000s omitted)

(1) THE COMPANY AND SIGNIFICANT ACCOUNTING POLICIES

Description of businessand organization and relationship with
the Federal Republic of Austria

Telekom Austria AG and subsidiaries (the "Company” or "Telekom Austria") is engaged as a full service
telecommunications provider of long distance, local and wireless services, corporate data communication services as
well as internet services. The Company also provides services through pay phones and supplying telephones and
technical equipment for telephone communication. These activities are conducted and operated primarily in Austria.

On May 1, 1996, Post und Telekom Austria Aktiengesellschaft (PTA) was incorporated as successor to Post
und Telegraphenverwaltung (PTV). The Poststrukturgesetz (Austrian Post Restructuring Act) provided the basis for
the separation of PTA from the Federal Republic of Austria. PTA's operations included postal services,
telecommunications, coach line services and other activities.

As of December 31, 1997, the postal services, coach line services and other non-telecommunication-related
operations of PTA were transferred to different legal entities. The operations remaining related to the
telecommuni cations business and were named Telekom Austria AG.

In 1998, Telecom Italia SpA, through its subsidiary STET Internationale Netherlands NV, became a strategic
investor in the Company by acquiring 25 % plus one share in Telekom Austria AG from the Austrian government.
Asof December 31, 2000 Telecom Italiaowns 29,78 % of Telekom Austria.

Subsequent to these structural changes and the Initial Public Offering in November 2000, the Federal
Republic of Austria, through Osterreichische Industrie-Holding AG ("OIAG"), continues to be a significant
shareholder owning approximately 47,8 % of the voting common stock of the Company. In addition to the
transactions described in note (7), the Federal Republic of Austria authorizes and supervises the Osterreichische
Gesellschaft fur Telekommunikationsregulierung mit beschrénkter Haftung (Telekom Control GmbH) which
regulates certain activities of the Company. The government holds the taxing authority for the Austrian operations of
Telekom Austria and imposes taxes such as income and val ue added taxes on the Company.

All of the Company's interests in the mobile communications business are held through its holding in
Mobilkom Austria AG and its subsidiaries ("Mobilkom"). The Company owns a 75 % minus one share of common
stock in Mobilkom. The remaining 25 % plus one share of common stock interest is held by STET Mobile Holding
NV, a subsidiary of Telecom Italia Mobile SpA, a publicly-traded subsidiary of Telecom Itdia SpA. Telekom
Austria does not consolidate Mobilkom for financial reporting purposes due to certain substantive participating rights
held by the minority shareholder.

In July 2000, Telekom Austria Personalmanagement GmbH ("TAP") was formed through a spin off from
Telekom Austria AG. TAP contains al the personnel of Telekom Austria AG and in the future will lease this
personnel mainly to Telekom Austria AG but also to companies outside of the group. In 2000 TAP is still reported in
the fixed line segment but may become a separate segment beginning 2001. Additionally, the internet business with
private customers of Telekom Austria AG was separated as of July 2000 and will form together with Czech Online
the internet segment beginning in 2001.

Basis of presentation

The consolidated financial statements of Telekom Austria AG have been prepared in accordance with
accounting principles generally accepted in the United States of America ("U.S. GAAP").



TELEKOM AUSTRIA AG
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All amountsin € '000s omitted)

Principles of consolidation

The consolidated financia statements include the accounts of Telekom Austria AG and al materia
subsidiaries. All significant intercompany transactions and balances have been eliminated in consolidation.

Mobilkom and investments in certain other companies in which the Company has significant influence, but
less than a controlling financial interest, are accounted for using the equity method. Under the equity method, only
the Company's investments in and net amounts due to and due from the equity investee are included in the
consolidated balance sheet, only the Company's share of the investee's earnings is included in the consolidated
operating results and only dividends, cash distributions, loans or other cash received or cash paid to the investee are
included in the consolidated cash flow.

Compar ative statements

Certain amounts in prior years have been reclassified for consistency of presentation.

Cash and cash equivalents

The Company considers cash in banks and highly liquid investments with original maturities of three months
or less as cash and cash equivalents. Money market deposits with origina maturities of more than three months are
classified as short-term investments along with marketable securities. The Company had € 36,336 in money market
deposits as of December 31, 1999, none in 2000.

Marketable securities

Marketable debt and equity securities, other than investments accounted for by the equity method, are
categorized as either available-for-sale or held-to-maturity. Securities classified as available-for-sale are reported at
fair value at the balance sheet date and held-to-maturity securities are reported at amortized cost. Unrealized gains
and losses on availablefor-sale securities are included in accumulated other comprehensive income, net of
applicable deferred tax.

Inventories

Inventories consist of merchandise sold in Telekom shops and of materia and spare parts used for the
construction of networks, mainly for the Company's own use. Inventories are valued at the lower of cost or market,
cost being determined on the basis of weighted average cost.

Property, plant and equipment

Property, plant and equipment are stated at cost and include certain costs which are capitalized during the
installation and expansion of the telecommunication network including material, payroll, direct overhead and interest
costs. Value added tax ("VAT") which is charged by suppliers and refunded by the tax authorities is not included in
cost. Plant and equipment under capital |eases are stated at the lower of present value of minimum lease payments or
fair value.



TELEKOM AUSTRIA AG
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All amountsin € '000s omitted)

Depreciation on plant and equipment is calculated on the straight-line method over the estimated useful lives
of the assets. Plant and equipment under capital lease and leasehold improvements are amortized straight-line over
the lease term or the estimated useful life of the asset.

The useful lives are:

Years
Transmission equipment 3-20
Cables and wires 10-20
Communication equipment 4-10
Software 4-5
Furniture, fixtures and other 3-8
Buildings 10-50

Maintenance and repairs are expensed as incurred while replacements and improvements are capitalized. The
cost and accumulated depreciation of assets sold or retired are removed from the accounts, and any resulting gain or
lossisreflected in other income or expense.

Intangible assets

Intangible assets are stated at cost and are amortized straight-line over the estimated useful life over the
periods shown below:

Years
Goodwill 3-5
Other intangibles 10-30

Softwar e development costs

In 1999, the Company adopted Statement of Position (SOP) 98-1, "Accounting for the Costs of Computer
Software Developed or Obtained for Internal Use". In accordance with this standard, certain direct and indirect
development costs associated with interna-use software are capitalized, including external direct costs of material
and services, and payroll costs for employees devoting time to the software projects. These costs are amortized using
the straight-line method over a period not exceeding four years beginning when the asset is substantially ready for
use. Costs incurred during the preliminary project stage, maintenance and training costs, as well as research and
development costs are expensed as incurred.

Advertising and promotional cost

Advertising and promotional costs are expensed as incurred and totaled € 67,379, €47,661 and €26,161 in
2000, 1999 and 1998, respectively.



TELEKOM AUSTRIA AG
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All amountsin € '000s omitted)

Resear ch and development cost

Research and development costs are expensed as incurred and amounted to € 28,190, € 18,516 and € 19,948
in 2000, 1999 and 1998, respectively.

Incometaxes

Income taxes are accounted for under the liability method. Deferred tax assets and liabilities are recognized
for the future tax consequences attributable to differences between the financial statements carrying amounts of
existing assets and liabilities and their respective tax bases and operating loss and tax credit carry-forwards. Deferred
tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the yearsin
which these temporary differences are expected to be recovered or settled. The effect on deferred tax assets and
liabilities of changesin tax ratesis recognized asincome or expense in the period that includes the enactment date.

Investment tax credits are recognized as a reduction of income taxes in the period in which those credits are
granted.

Earnings per share

Basic and dilutive earnings per share are computed by dividing consolidated net income by the weighted
average number of common shares outstanding for the year. As the Company will not issue new shares for the stock
option plan, but has purchased an American call option to satisfy the obligation, diluted earnings per share equals
basic earnings per share, asthere were no potentially dilutive securities for any of the periods presented.

Concentration of risks

A portion of the Company's revenue is derived from services provided to others in the telecommunications
industry, mainly to aternative telecommunication and cellular companies and internet online services. As a result,
the Company has some concentration of credit risk in its customer base. The Company performs ongoing credit
evaluations of its large customers financial condition to support its receivables. As of the balance sheets dates, the
Company does not have any significant concentration of business transacted with a particular supplier or lender that
could, if suddenly eliminated, severely impact the operations. The Company aso does not have a concentration of
available sources of labor, services, franchises, or licenses or other rights that could, if suddenly eliminated, severely
impact the operations. The Company investsits cash with several high-quality credit institutions.

Foreign currency trandation

The Company prepares and reports its consolidated financia statements in Austrian schilling and then
translates them into Euro (€).

In the individual company financial statements, foreign currency receivables, cash in banks and liabilities are
converted at the exchange rate applicable on the transaction date. Unrealized foreign currency losses and gains due to
exchange rate fluctuations through the balance sheet date are recognized in the income statement. Foreign currency
items, hedged by forward exchange contracts, are valued by the corresponding hedged rate.
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TELEKOM AUSTRIA AG
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All amountsin € '000s omitted)

The functional currency for the Company's foreign operations is the applicable loca currency. The trandation
from the applicable foreign currencies to Euro is performed for assets and liabilities using the current exchange rate
in effect at the balance sheet date. Revenue and expense accounts are trandated using the weighted average exchange
rate during the period. The resulting trandation adjustments are recorded as other comprehensive income or |oss.

Revenue recognition

The Company recognizes long distance and local services revenue based upon minutes of traffic processed or
contracted fee schedules when the services are rendered. Revenues due from foreign carriers for international
incoming calls areincluded in revenuesin the period in which the call occurs.

Access fees and lines leased to commercia customers are billed in advance resulting in deferred revenues.
Cash discounts and incentives are accounted for as a reduction of revenues when granted or, where a service
continuation exists, ratably over the contract period.

The installation of customer lines in residences is a separate service and the company provides this
installation service in situations where it is not providing other services. Revenue on such installation work is
recognized when the installation work is completed. Product and other service revenues are recognized when the
products are delivered and accepted by customers or when services are provided in accordance with contract terms.

In December 1999, the SEC issued Staff Accounting Bulletin No. 101, "Revenue Recognition in Financial
Statements' ("SAB 101") which the Company adopted in the fourth Quarter 2000. No material changes were
necessary upon adoption.

Impairment of long-lived assets and long-lived assets
to be disposed of

The Company accounts for long-lived assets in accordance with the provisions of SFAS No. 121 "Accounting
for the Impairment of Long-Lived Assets and of Long-Lived Assets to Be Disposed of". This Statement requires that
long-lived assets and certain identifiable intangibles be reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of assets to be
held and used is measured by a comparison of the carrying amount of an asset to undiscounted future net cash flows
expected to be generated by the asset. If such assets are considered to be impaired, the impairment to be recognized
is measured by the amount by which the carrying amount of the assets exceeds the fair value of the assets. Assets to
be disposed of are reported at the lower of the carrying amount or estimated proceeds |ess cost to sell.

Derivativefinancial instruments

Derivative financia instruments are used by the Company to manage its exposure to adverse fluctuations in
interest and foreign exchange rates. The Company has established a control environment which includes policies and
procedures for risk assessment, approval, reporting and monitoring of derivative financial instrument activities. The
Company is not a party to leveraged derivatives and the policies prohibit the holding or issuing of financia
instruments for speculative purposes.

Unrealized gains and losses on foreign exchange instruments are recognized in other income or expenses in

the income statement at the same time the effects of related changes in the items hedged are recognized. Interest rate
swap agreements that the Company designate as a hedge of long term debt obligations are accounted for on an
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accrua basis. Interest rate differentials associated with interest rate swaps used to hedge the Company's debt
obligations are recorded as an adjustment to interest payable.

Realized gains or losses that occur from the early termination or expiration of contracts are deferred and
recorded in income over the remaining period of the original swap agreement.

The effectiveness of a hedge is measured by historical and probable high correlation of changes in fair value
of the hedging instruments with changes in the value of the hedge item. If correlation ceases to exist, hedge
accounting is terminated and gains and losses are recorded in other income. Derivatives that do not meet the
conditions for hedge accounting are reported at fair value either as other asset or other liability.

Fair value of financial instruments

The carrying amounts for cash, accounts receivable, accounts payable, receivables due from and payables due
to related parties and accrued liabilities approximate their fair value. The fair values of securities held-to-maturity
and securities available-for-sale is based on quoted market rates. The fair value of long-term debt and swap
agreements is determined based on the cash flows from such financia instruments discounted at the Company's
estimated current interest rate to enter into similar financial instruments.

The fair value of some investments is estimated based on quoted market prices. For other investments, mainly
in unconsolidated subsidiaries and equity investments, for which there are no quoted market prices, an estimate of
fair value was not made, as it was not practicable to estimate the fair value of those investments.

Use of estimates

The preparation of financia statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements, and revenue and expenses during
the period reported. Actual results could differ from those estimates.

New accounting pronouncements

In June 1998, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standards No. 133, "Accounting for Derivative Instruments and Hedging Activities' ("SFAS133"). Among other
provisions, it requires that entities recognize al derivatives as either assets or liabilities in the statement of financial
position and measure those instruments at fair value. Gains and losses resulting from changes in the fair values of
those derivatives would be accounted for depending on the use of the derivative and whether it qualifies for hedge
accounting. The effective date of this standard was delayed via the issuance of Statement of Financial Accounting
Standards No. 137. The effective date for SFAS No. 133, as amended by Statement of Financial Accounting
Standards No. 138, is now for fiscal years beginning after June 15, 2000, though earlier adoption is encouraged. The
Company adopted SFAS 133 on January 1, 2001 as a one-time cumulative adjustment.

It is estimated that adoption of SFAS 133 will result in a net transition adjustment loss of € 11,492, net of tax
€5,920 and a net transition adjustment gain of € 533, net of tax € 275 in other comprehensive income as of January
1, 2001. Further, the adoption of the Statement will result in a derivative instrument asset of €48,359 and a
derivative instrument liability of € 17,412. Also, the Company expects that the adoption of SFAS 133 will increase
the volatility of other comprehensive income. In general, the amount of volatility will vary with the level of
derivative activities during any period.

F-12



TELEKOM AUSTRIA AG
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All amountsin € '000s omitted)

In September 2000, the FASB issued SFAS 140, "Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities" a replacement of SFAB Statement No. 125. This statement revises the standards
for accounting for securitization and other transfers of financial assets and collateral and requires certain financial
statement disclosure. SFAS 140 is effective for transactions occurring after March 31, 2001. The new disclosure
requirements are effective for fiscal years ending after December 15, 2000. The expected impact of implementation
is expected to be immateria.

(2) BUSINESSCOMBINATION

All acquisitions have been accounted for under the purchase method with the excess of the purchase price
over the estimated fair value of the net assets acquired accounted for as goodwill. The results of operations of the
acquired businesses areincluded in the consolidated financial statements from the dates of the acquisition.

In July 2000, the Company acquired 100 % of the shares of Czech Online, an internet service provider in
the Czech Republic for total acquisition cost of € 231,505. The purchase price was allocated to assets based on fair
market value and the balance of € 232,070 was recorded as goodwill and will be amortized over the estimated useful
life of five years. In 2000 amortization of € 23,207 was recorded. Proforma financial statements including Czech
Online were not prepared as it would not have a material impact on the Company’s assets and liabilities, statements
of operations or cash flows.

(3) MOBILKOM

The Company's interests in mobile communications are held through Mobilkom, which operates a mobile
telecommunications network and ancillary services in Austria and through its subsidiaries in Croatia and
Liechtenstein. The operationsinclude wireless internet access.

Telekom Austria owns 75 % minus one share of the common stock in Maobilkom. Due to certain substantive
participating rights held by the minority shareholder, the Company's investment in Mobilkom is accounted for under
the equity method. These participation rights include significant blocking rights over operating decisions including
operating budgets, capital spending, senior management positions, strategy and dividend distributions.

The Company's investment in and amounts due to and from the mobile communications group at
December 31, 2000 and 1999 consist of the following:

2000 1999
Investment
BEOINNING OF YA ...t 540,719 481,893
EQUILY iN NELINCOME ...ttt se s sre e e nenenens 125,716 116,817
[DIAV/T0 (= g 10 ] = 0= LY/ o T (65,950) (57,774)
(1 .= T 546 (217)
o [0 = TR 601,031 540,719
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The following table presents summarized financia information of Mobilkom

2000 1999
Income statement information
REVENUES ...ttt ettt et e st e st e s e e e e e e e st ebesaesbestsseeseentenseeenseneeneeneenes 1,500,078 1,242,365
Depreciation and amOrti ZAHION...........cooererereiererer e ene s (174,442)  (120,763)
(@07 11010 11100 0 1O 261,136 225,771
181 (= (=5 =, O (17,095) (10,093)
T T 101 (= RO 529 10,377
1000 41=T o< (01 L= ¥= = 243,490 223,886
LI L= T oo T T 167,456 155,588
Balance sheet information
o1t T (= g0 S £ 401,210 429,975
QL0 = S = T 1,964,017 1,654,115
(O 1g= o A =" o1 1L (1= 482,256 473,505
[N Lo g e L= 01 0 L= o] T 666,285 441,517
T T Y01 - T 14,090 18,124
StOCKNOIAE'S EQUITY ...ttt st a e s ne e snnenens 801,386 720,969

(4) OTHEREQUITY INVESTEES

The investments in equity investees include a 25 % plus one share interest in Libro AG ("Libro"), a 26 %
holding in Herold Business Data ("Herold") and a 49 % interest in Walky Talky Telekom GmbH ("Walky Talky").

In 1998, the Company acquired a 26 % interest in Herold, which is engaged in the media and information
business and is the provider of the telephone directory in Austria including electronic versions. Goodwill is being
amortized over five years and amortization for each of the years 2000, 1999 und 1998 was € 841.

In April 2000, the Company acquired 49 % of Walky Taky for a purchase price of €7,703. Waky Taky
mainly leases radio frequencies to organizations providing emergency services. Goodwill is being amortized over
five years and amortization for the year 2000 was € 598.

On March 1, 2000 the Company purchased 25 % plus one share of common stock of Libro, a book, CD,
video, paper and new media company. The purchase price for the investment totaled € 90,537. Since the purchase,
Libro and its subsidiaries have incurred significant losses. The investment in Libro was made mainly to deveop the
internet company. The strategy of the Company to build up this internet company together with Libro was not
successful. Therefore, the investment in Libro was written down to the Company's share of Libro's equity of €0.

A summary of aggregated financial information as reported by equity investees other that Mobilkom is as
follows:

2000 1999 1998

Income statement information

REVENUES .....oettitt sttt ettt 333,561 50,087 41,153
Operating (10SS) INCOME........cciiiereierer st (35,306) 6,937 1,358
NEL (10SS) INCOME.....coimiuieiirieirieteieiete ettt s (45,790) 4,757 1,608
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December 31, 2000 1999

01t U g (= 0= S = £ 288,579 36,554
QL0 = S = 408,301 40,034
(O T4 = 0 QLo T L (1= 387,319 35,801
[0 010 (=10 0 o T 3,073 9,440
QL0 1= I L=! o1 1 (1= 390,392 35,241
Total StOCKNOIAES @QUITY.....cveeeeeeeirererieteeeres ettt ee e ne s 17,909 4,793

(55 MARKETABLE SECURITIES

Debt securities originating from cross border |ease transactions entered into in 1998 and 1999 (see note (14))
are classified as held-to-maturity as the Company is contractually obligated to hold these securities until maturity.
The securities are bonds of triple A rated issuers and held by a custodian. Through a further asset based swap the
cash inflows from the securities are transformed into the cash flow stream required to match a specified portion of
the lease payments. The securities are pledged to a counterparty in the swap agreement. No sales of securities
occurred in 2000, 1999 and 1998. The interest rates on the securities are fixed and range from 5.65 % to 9.01 %.
Accrued interest is recorded as interest income. The securities will mature between 2006 and 2011.

Amortized Gross Gross Fair
cost unrealized unrealized value
holding gains holding losses

At December 31, 2000

Current assets
Avallable-for-sae
MuUtual fUNAS.....coveeeieeeeeeeeceeeeeee e 5,960 86 84 5,962
Non-current assets
HEl G-t O-MELUNILY ..o 144,161 0 989 143,171

At December 31, 1999

Current assets
Availlable-for-sae
MuUtUal FUNAS.....coveeeieeeeeeeeeeeeeeee e 5,783 186 0 5,969
Non-current assets
HEl G-t O-MELUNILY ... 128,352 0 10,178 118,174

The contractual maturity of debt securities classified as held-to-maturity were as follows at December 31,
2000.

Amortized Fair

cost value
Held-to-maturity
Due after five yearsthrough teN YEarS.........cvvrvrre e 117,659 116,584
Due after More than teN YEAIS .........cceeirrreeererer et 26,502 26,587

144,161 143,171
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Availablefor-sale securities are included in short-term investments among current assets. Held-to-maturity
securities are reported within non-current assets on the balance sheet.

Proceeds from sales of available-for-sale securities amounted o € 13,749 and € 3,508 in 1999 and 1998,
respectively. Gross realized gains from sales of available-for-sale securities were and € 203 and €56, while gross
realized losses were € 545 and € 322 in 1999 and 1998, respectively. In 2000 no such gains or losses occurred. The
specific identification method was used to determine the cost in computing realized gains and | osses.

(6) ACCOUNTSRECEIVABLE

Theroll forward of the allowance for accounts receivableis as follows:

2000 1999
Allowance beginning Of the YEAK ... 61,423 57,956
Charged t0 EXPENSES. ......cueerireeeeieererer ettt sttt e e et e e e e sasse s e se e besane e e snsnenes e sesesnensnsas 26,483 40,142
AMOUNES WHTEEMOFF ... (15,738) (36,675)
Allowance at the end Of tNE YEAN ... e 72,168 61,423

(7) RELATED PARTY TRANSACTIONS

The terms of the services provided by Telekom Austria to government entities are generally based on standard
pricing policies. However, the Company is obligated to provide voice telephone services for disadvantaged
individuals at reduced tariffs for which it is entitled to an appropriate compensation from the government on a
contractual basis. The reimbursement was € 83,574 and € 39,970 in 2000 and 1999, respectively. The reimbursement
2000 was a result of negotiations with the government which lead to an additional one time payment for remainder
amounts for the years 1998, 1999 and 2000.

The disclosures below present balances and transactions relating to the immediate shareholder OIAG and its
subsidiary Osterreichische Post AG as "OIAG", while other government agencies and government-owned entities are
for practical reasons not disclosed. None of the individual accounts associated with government agencies or
government-owned entities is considered significant to the Company.

The following is the detail of the accounts receivable with related parties:

At December 31, 2000 1999

(@)1 T 45,178 57,214
QL= L= w0 411 = = 3,762 2,340
UNCONSOlABEEA SUDSIQIAITES.........eeveeeeeeceeeeeecee ettt aes saestesaesee e eseeseesessesbesseesesneennens 168 238
Other EQUILY INVESIEES ...ttt et es e 946 38
MObIIKOM - @CCOUNES FECAIVADIE..........eceeeeeeeeeee ettt eaesresbentesneee e 57,087 50,416
Total receivables due from related PartieS........cccovvreerrrrr e 107,141 110,246
Mobilkom — fiNaNCING [ONG-EIM ......c.cveriiiirrrr e e 218,018 0
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Thefollowing isthe detail of the accounts payable with related parties:

At December 31, 2000 1999

(@)1 TP 29,943 564,602
QL= L= w0 ¢ 11 = = T 6,871 6,859
UNCONSOlABEEA SUDSIQIAITES.........oeveeeeeeeceeeeeee et e aes saesteste e e e see e eseenesbesseenesnesnnens 386 68
OtNer EQUILY INVESIEES ...ttt sttt bbb s 3,152 271
MobilKOm — aCCOUNS TECEIVADIE. ...ttt sttt beebeeaesae st e 45,034 48,702
Mobilkom —finaNCiNG SNOM-TEIM ......ccooireeee e e e eenas 18,358 68,860
o 103,744 689,362

The majority of related party transactions are carried out with Osterreichische Post AG and its subsidiaries
("the Post") which provide postal services and are a subsidiary of OIAG. The Company was charged € 61,490,
€ 110,294 and €122,077 in 2000, 1999 and 1998, respectively, for different services received such as postal charges,
rent, repair and administration. The Company charged the Post for IT support, voice telephony, technical services,
rent, repair and other servicestotalling € 63,905, € 69,880 and € 56,241 in 2000, 1999 and 1998, respectively.

The Company purchased services from Telecom Italia and affiliated companies for technical and management
services in the amount of € 9,203, € 4,456 and € 0 in 2000, 1999 and 1998, respectively.

Interconnection revenues from Telecom Itadia were €9,186, €5,645 and €8,900 and interconnection
expenses were € 17,396, €5,321 and € 7,235 in 2000, 1999 and 1998, respectively.

One of the Company's consolidated subsidiaries, Telekom Finanzmanagement GmbH ("TFG"), provides
treasury services for the Company, Mobilkom and, until December 29, 2000 for subsidiaries of OIAG. Of the total
balances with OIAG, liabilities of € 520,074 and receivables of €9,436 as of December 31, 1999 relate to cash of
subsidiaries of OIAG held and managed by TFG. The Company was charged interest expenses of € 12,659, € 27,884
and € 11,764 and recognized interest income of €128, €1,975 and € 20,059 with OIAG in 2000, 1999 and 1998,
respectively. In connection with treasury and financing transactions with Mobilkom, the Company was charged
interest of €386, € 3,414 and € 3,098 in 2000, 1999 and 1998, respectively and charged Mabilkom for interest in an
amount of € 3,010 in 2000, which mainly relates to long-term financing of Mobilkom.

The Company holds investments accounted for under the equity method of accounting in an amount of
€612,962 and €544,799 as of December 31, 2000 and 1999, respectively, essentially all of which relates to
Mobilkom. Mobilkom charged the Company for different services received such as interconnection, rent,
commission and administration expenses in the amount of €221,005, € 224,793 and €161,831 in 2000, 1999 and
1998, respectively. The Company charged Mobilkom for interconnection, voice telephony, rent, repair and other
services in the amount of € 216,727, € 187,445 and € 143,133 in 2000, 1999 and 1998, respectively.

(8) INVENTORIES

Inventories consist of

At December 31, 2000 1999

Spare parts, CableS and SUPPIIES........c.cvuereeereeirrr s 61,242 64,759
MEICINANDISE. ...ttt bbb s s 13,534 14,930
TOMAL .ttt R R R R R R R ettt renen 74,776 79,689
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(99 PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment transferred to the Company by the government was recorded upon transfer at
cost less accumulated depreciation as of that date.

At December 31, 2000 1999
1= 0T T 64,626 64,634
Buildings and Leasehold IMProvEMENES.........covrerererereeenereses e sesesssssseeees 647,743 629,683
Communications network and other eqQUIPMEN ...........ccveeerrererene e sesenens 7,597,658 7,273,391
L0 ) = 17 S-SR 13,590 12,250
R0 ATV < 71,953 72,358
Construction in Progress, NEIWOTK...........ccovireeeerrere e seseeeens 97,911 141,159
8,493,481 8,193,475
Less accumulated depreciation (other than capital 183SeS) .........cccccveereeinrnirseseses (3,412,643) (2,773,832)
Less accumulated depreciation, capital [€8SES..........couererererrir e (11,331) (8,518)
Property, plant and equUipMENt, NEL...........oerirerreeres e 5,069,507 5,411,125

Total interest capitalized was € 3,876 and € 10,719 in 2000 and 1999, respectively.

Depreciation expense was € 889,088 and € 862,248 in 2000 and 1999, respectively. These amounts include
amortization of software of € 16,499 and € 20,178 in 2000 and 1999, respectively, and amortization of |eased assets
of €2,611 and €2,831 in 2000 and 1999, respectively.

(10) SHORT-TERM BORROWINGS

The Company's short-term borrowings include:

At December 31, 2000 1999

Current portion of [ONG-terM dEDL .........c.coeeirreeee e 475,589 454,596
S a0 a (= g1 (= o AT 386,672 0
(IR TS0 0x (<o [ 2,486 18,087
Current portion of 1€ase OBIIGALIONS.........c.ccieiereeer e 81,245 36,179
K0 - OO 945,992 508,862

In 2000, the Company entered into short term interim financing of €384 million with due dates between
January and June 2001. It is the Company’s intention to restructure this short term borrowings into long term debt
during 2001.

The weighted-average interest rate on lines of credit was 4,78 % and 3.85 % in 2000 and 1999, respectively.
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(11) ACCRUED LIABILITIES

Accrued liabilities consist of the following:

At December 31, 2000 1999

[N Lo g T 1o 0T T v = T 17,606 18,036
0700 SRR 58,113 48,918
CUSLOMET QISCOUNLS.......cveeveeeeteeeeeeteeteeeet seeeeesseesessesseesessessestesesstessesessessensesessessesseesesaessessensessnssens 64,886 48,256
LT 00 T 10,376 0
(1 1= TR 21,998 18,443
K0 - OO 172,979 133,653

In establishing liahilities management assesses different scenarios of reasonably estimated outcomes in
determining the amount that the Company is expected to pay upon the resolution of a contingency. The Company
records the most likely of all scenarios contemplated or, if none of the scenarios is more likely to occur, the scenario
with the lowest amount is considered in estimating the amount of the liahility.

At December 31, 2000, an accrual for exit costs in the amount of € 10,376 was recorded. The accrual covers
the refurbishment cost of leased buildings as the lease contract were terminated.

At December 31, 2000, a potential exposure for local non-income taxes amounted to € 13.8 million. As
management does not expect payments to be probable, no accrued liability was recorded.

(120 DEFERRED INCOME

At December 31, 2000 1999
UNBAMNEA INCOME ..ottt ettt eee s et eeaesaesbestesesbessesesbensesesbensesees seensensensenseneensensenes 59,681 62,773
Unamortized balance on sale of taX DENEFILS ..o 44,232 48,949
103,913 111,722
Thereof NON-CUMTENE POITION.......c.cuiueiiieieeerereieeeii et es bbb (37,405) (44,231)
Thereof deferred income net of NON-CUITENt POITION.........ccovevvieeere e 66,508 67,491

Additional information concerning the sale of the tax benefitsis contained in note (14), Leasing.

F-19



TELEKOM AUSTRIA AG
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All amountsin € '000s omitted)

(13) LONG-TERM DEBT

The outstanding long-term debt, other than lease obligations are summarized as follows:

At December 31, Maturity 2000 1999
Bonds and deDENLUIES.........ccceiveiieeereceree et 2001-2005 313,409 524,131
BanK deDt ... e s 2001-2011 2,516,038 2,249,591
2,829,447 2,773,722
Less current portion of 1ong-term debt............cceerreieens s (475,589)  (454,596)
Long-term debt, net of current POrtion............ocoeeeevevrreressereesenereseeeenes 2,353,858 2,319,126

Most of the bonds were issued and loans granted while the Company was still part of the government. Of the
bank total debt, amounts of €2,444,132 and €2,767,168 a December 31, 2000 and 1999, respectivdy, are
guaranteed by the Federal Republic of Austria

In March 2000 the Company entered into a loan agreement for € 145,000 with the European Investment Bank.
Under the terms of this agreement the Company must observe covenants requiring the Company to meet certain
financial ratios. If these ratios are not met, the bank would be entitled to receive collateral from the Company. As of
December 31, 2000, the Company was in compliance with these covenants.

Further, in October 2000 the Company entered into a loan agreement for €232,553. Under the terms of the
contracts the Company has to maintain certain investments otherwise the loan becomes due. As of December 31,
2000 the Company was in compliance with these covenants. The interest rates vary depend on the rating of the

Company.

The year end interest rates for the long-term debt excluding interest rate swap agreements for 2000 and 1999
are asfollows:

2000 1999
270 0 595% 4.63%
(2= 01 G 0= 584 % 573%

Following is a table that shows the aggregate amounts of long-term debt maturing during the next five years
and thereafter:

2001 475,589
2002......cooieeeirereeee s 348,353
2008.....coee s 353,392
2004......ie s 337,848
2005......coee e 512,486
Thereafter ... 801,779

(14) LEASING

The Company leases equipment used in its operations which are classified as either operating or capital
leases. The lease contracts expire on various dates through 2010.
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Future minimum |ease payments, for noncancelable operating leases, capital leases and cross border leases as
of December 31, 2000 are;

Cross Capital Operating
border leases leases
leases
200 77,012 4,233 44 567
200 2 77,561 2,196 34,027
200 2T 78,881 77 31,872
20 T 82,594 77 30,423
2003 Y 92,582 13 29,940
GFEEN 2005 ...ttt s st b e r e renes 897,380 0 17,727
Total Minimum [€8SE PAYMENES .......covvveeeererreeeeere s 1,306,010 6,596 188,556
Less amount representing iNtErest .......oovveeeeeererereeesenesese e (431,970) (436)
Present value of 1€ase paymentS........cceoererreeenerens e 874,040 6,160
LSS CUTENE POITION.....cuiuereereesieereere e e s s (77,012) (4,233)
Non-current |ease Obligations..........cocovrrreeierrre e 797,028 1,927

Total rent expense was € 52,299, € 45,066 and € 43,089 in 2000, 1999 and 1998, respectively.

Crossborder leases

In 1999 and 1998, the Company entered into various cross border lease transactions whereby certain
equipment items, mainly switches were sold to a U.S.-based trust and leased back over certain terms. Concurrent
with the inception, the Company entered into Payment Undertaking Agreements ("PUA") with several counter-
parties whereby the counter-parties agree to make lease payments on behaf of the Company in exchange for a
deposit. The counter-parties in the PUAS received upfront payments equaling € 509,285 and € 113,763 for a portion
of the debt assumed in 1999 and 1998, respectively. Interest accruing on the cash deposits match interest on the debt
portion financed through the deposit. In addition to the cash deposits made, the Company purchased debt securities,
deposited those securities with a custodian and pledged the securities to one of the counter-parties in the PUA; the
balance is to cover the remaining portion of the present value of the lease obligation not yet covered by the cash
deposit made by the Company. The Company then also entered into a swap agreement with that very counter-party
swapping the entire cash flows from the securities for cash flows from the portion of the lease payments that the
counter-party is obligated to pay under the PUA. As aresult of the swap agreement, interest income on the securities
matchesinterest expense on the lease.

The difference between the cash proceeds from the sale and the present value of the future minimum lease
payments represents a gain on the sale of atax benefit. The net cash effect resulting from these transactions relates to
the total gain from the sale of the tax benefits which amounted to €44,437 and €7,337 in 1999 and 1998,
respectively. The Company is amortizing these amounts over the term of the lease. The cash deposits and securities
purchased in connection with the PUA contracts and the lease obligation are recorded separately on the balance
sheets as the Company has not been released from their obligation under the lease and a legal right of offset does not
exist. Accordingly, interest income and expenses otaling €56,773, €30,261 and € 3,125 have been recognized in
2000, 1999 and 1998, respectively.
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Total assets and liabilities recorded in connection with the cross border |eases were as follows:

At December 31, 2000 1999
Securities hel d-to-MatUrity, NON-CUITENL ..........ccovrerereeieererereeeeeee s eseesesesesseseseseseeseesesessesssenes 144,161 128,352
(@1 1= =SS < £ 729,879 661,440
B0 S 0.0 f e [ = 0| RS RSSR 77,012 33,561
(=S Y o] o] 1T = 1] LT 874,040 789,792
B0 S 0.0 f e [ = 0| RS RTSR 77,012 33,561

(15) EMPLOYEE BENEFITS

Liabilities for employee benefits consist of the following:

At December 31, 2000 1999

Post employment benefit OBlIgatioN..........cccveireriee s 358,128 166,927
SEIVICE AWAITS ...ttt bbb bbb e ettt b bbb n et 60,289 54,737
SEVEIAINCE ... oo iteeeiecteeite et et e e st este e bt este e e e stessesae e besse e beesseebeassseaeassesaeesheenbesaeenbesseanbeessesseassesasessennsenns 20,205 14,644
PEINSIONS. ..ot e n e 9,914 12,154
TOMAL et R e 448,536 248,462

Post employment benefit obligation

In June 2000, June 1999 and in November 1997, the Company offered voluntary retirement incentive
programs (VRIPS) to eligible civil servants meeting the criteria detailed in the programs.

As of December 31, 2000, approximately 2,976 employees had accepted the VRIP offers. In connection with
the VRIPs, the Company made payments of € 61,985 and € 51,376 in 2000 and 1999, respectively.

An obligation for voluntary termination benefits is recognized when the eligible civil servant, who cannot be
terminated involuntarily accepts the offer. The present value of the obligation is determined based on current
compensation levels and the law. An annual increase of 2% for future years and a discount rate of 4.5 % is used.
VRIPs are not funded.

Any change in the estimate caused by changesin the law will be expensed in the period of the change.
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Actuarial assumptions

The assumptions used in the measurement of obligations for service awards, severance payments and
pensions are shown in the following table:

At December 31, 2000 1999
Weighted-average assumptions:
TS0l = =S 55% 55%
Rate Of COMPENSALION INCIBASE.........cierereeteeieetieiseieres ettt ettt ennrenenas 35% 35%
Rate Of INCIrease Of PENSIONS.........cviiereieieiirri st 17% 17%
Service awards

Civil servants and employees (together "employees’) are dligible to service awards. Under these plans,
eligible employees receive a cash bonus after a specified service period. The bonus is equal to two monthly salaries
after 25years of service and four monthly salaries after 40years of service. Employees with at least 35 years of
service when retiring are also eligible to afour months bonus. The compensation is accrued as earned over the period
of service taking into account estimates of employees whose employment will be terminated or who will retire prior
to reaching the required service period.

The following table provides a reconciliation of the changes of service award for the years ended
December 31, 2000 and 1999, respectively:

2000 1999
Obligation at the beginning Of thE YEAN ..........cocieiiiieeee s 54,737 54,501
SEIVICE COSL....vviuitiietestee sttt st st e et et e s et et e e et e e e s e st e beseebe e e s e e e s e se b e e ebe e seseseebeseese et enesteseseeneseenenseneasn 2,352 2,277
10 = o0 TR 2,931 2,675
ACIUBITAI [OSSES......oeceeieeeteetieeeee ettt et e s ae st e e tesaesteste s e s e s eseesesasesesbeesesaesbestsssessensensensensensrenn 3,574 917
LTS T N K] 0 o R (3,305) (5,633)
Obligation at the end Of the YEAN ... e 60,289 54,737

Severance

Certain employees are eligible to receive severance payments upon termination of their employment. Civil
servants generally are not eligible to receive severance payments.

Eligible employees recelve severance payments equal to a multiple of their monthly compensation which
comprises fixed compensation plus varigble elements like overtime, bonus. Maximum severance is equal to a
multiple of twelve times eligible monthly compensation. Up to three months of benefits are paid upon termination,
any benefit in excess of that amount in monthly installments over a period not exceeding ten months. In case of
death, the heirs of an eligible employee will receive 50 % of the severance benefits.
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The following table provides a reconciliation of the changes of severance benefit obligations for the years
ended December 31, 2000 and 1999, respectively:

2000 1999 1998

SEIVICE COSE ...ttt et b bbbttt 1,452 1,119 1,008
INEEIESE COSL.....vvvreteest ettt et b bbb n s s e 816 744 735
Net Periodic DENEFIT COSE........cieerreeerr e 2,268 1,863 1,743
2000 1999
Obligation at the beginning Of thE VAN ..........cccieiiiieee s 15,056 14,292
SEIVICE COSE ...ttt bbbt e et 1,452 1,119
L 1= 1= o0 O ST 816 744
ACLUANTAl GAINS (IOSSES) ....vuvvrerierririeere sttt sttt 951 412
BENEFIIS PAIA ...t (1,947) (1,511)
Proj ected benefit obligation at the end Of YEAI .........ccceirirrirsee e s 16,328 15,056
UnrecogniZed NEL QAN (I0SS) ...c.ovvvereereriereeirieis sttt (1,340) (412)
Accrued liability a the end Of thE YEaN .........c.ceeveree e 14,988 14,644
VOlUNEArY SEVEIaNCE PAYIMENES ......cucuieeereuererererstees et ses e b bbb bbb s b s s s e s 5,217 0
Total accrued liabilitiesat the end Of the YEar ........ccccoveeeeircee s 20,205 14,644

The liability for voluntary severance payments also relates to individuals, who are generally not entitled to
severance payments, but have accepted a specid offer by the Company to receive severance payments when
terminating their contract.

Pensions

Defined contribution pension plans

Pension benefits are generally provided by social security for employees and by the government for civil
servants in Austria. The Company is required to assist in funding the Austrian government's pension and health care
obligations to the Company's current and former civil servants and their surviving dependents. The Company is
legally obligated to make annual contributions to the government of 27.5% until September 30, 2000 of the
compensation of active civil servants (including contributions from the civil servants). The contribution to the
government were increased to 28,3 % beginning October 1, 2000. The Company has no additional obligation.
Contributions to the government, net of the share contributed by the civil servants, were € 59,064, € 62,402 and
€ 62,793 in 2000, 1999 und 1998, respectively.

The Company also sponsors a defined contribution plan covering substantially all employees of one
subsidiary. The Company's contributions to this plan are based on various percentages of compensation not
exceeding 5% of the salary including certain bonuses. The annua cost of this plan amounted to approximately
€ 1,364, € 660 and €513 in 2000, 1999 and 1998, respectively.
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Defined benefit pension plan

The Company provides defined benefits for certain former employees of one subsidiary. All of those
employees are aready retired and were employed prior to January 1, 1975. The plan provides benefits based on a
percentage of the sadary depending on the years employed not exceeding 80 % of the sadary before retirement
including the pension provided by social security.

The Company uses the projected unit credit method to determine pension cost for financial reporting
purposes. In conjunction with this method the Company amortizes actuaria gains and losses using the corridor
method.

The plan is not funded.

The pension benefits for 2000, 1999 and 1998 are shown in the following table:
2000 1999 1998

S YT 0= 0 0 0
INEEIESE COSL.....vvvreteestre sttt et b bbb n s nn e 695 711 774
Amortization of unrecognized NEt ODIIGALION ..........ovrrereereeeeeeee e 343 342 343
Net periodic pension DENEFIt COSE ..o 1,038 1,053 1,117

The following table provides a reconciliation of the changes of benefit obligations for the years ended
December 31, 2000 and 1999, respectively:

2000 1999
Proj ected benefit obligation at the beginning Of YEar ... 12,062 12,913
S YT o= 0 0
INEEIESE COSE ... vttt bbbt b et b et b e eb bbbt b e stk et e b et e b b e 695 711
ACLUANTAl GAINS ...ttt bbbt bbb e ettt (2,638) (575)
BENEFITS PAIA ... ettt (974) (987)
Projected benefit obligation at the end Of thE YA ... 9,145 12,062
UNreCcogNiZEA NEL JAIN.......cueieeerieeeeiercsieeeeee sttt s e e se s s ere e se st esese e seseesenenesesansennneens 1,797 1,463
Transitional OBIIGALION .......ccveeieieieietee et er e (1,028) (1,371)
AcCrued PENSION [HADIHITY .....oceveeeeere ettt eas s s e e e 9,914 12,154

(16) STOCK BASED COMPENSATION

Stock Option Plan

On October 4, 2000, the shareholders of Telekom Austria approved a stock option plan. Under this plan, the
Company may grant a total of 3,832,248 options, each of which entitle eligible grantees upon exercise of the option
to receive at their choice either cash equal to the difference between the average quoted price of Telekom Austria
stock during the five trading days preceding the exercise and the 1PO price of €9 or shares at an exercise price of
€9. One option is convertible into one share. The options granted may be exercised on specific dates between
May 31, 2002 and February 27, 2004 as long as the average share price during the five days prior to exercise exceeds
the initial public offering price by 30 % or more. The Company will recognize compensation expense over the
applicable service periodsiif the performance hurdles are met.
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On November 21, 2000 the Company granted all 3,832,248 options, al of which are outstanding as of
December 31, 2000.

As the stock option plan is accounted for in accordance with APB Opinion25 and related interpretations, the
amount of the liability is measured each period based on the current stock price. As the stock price as of
December 31, 2000 does not meet the hurdle, no compensation expense was recorded in 2000.

On November 21, 2000 Telekom Austria purchased 3,832,248 American call options for a premium of
€12,527. The expirdion date is February 27, 2004. The underlying share of the American call option is the share of
Telekom Austria AG. The strike and execution price of the call option is €9 and settlement is either physical
delivery of the shares or cash, at the request of Telekom Austria. The American call option will be used to satisfy any
obligation resulting from the stock option plan. The American call option is recorded net of tax €4,162 in
stockholder's equity.

Stock purchase plan

OIAG, the sdlling shareholder, approved a stock purchase plan for employees of Telekom and its subsidiaries
in which the Company has a least a 50% interest. Under the stock purchase plan, each eligible employee was
alowed to purchase shares worth up to € 1,817 (25,000 Austrian schilling) at a total discount of 45% from the
offering price made up of the 5% Austrian retail discount and an additional 40% employee discount if they purchase
at least € 654 (9,000 Austrian schilling) worth of shares. The maximum benefit to each employee was € 727 (10,000
Austria schilling) which must be refunded to OIAG if the employee sdlls the shares before January 1, 2003. The
Company reported a capital contribution by OIAG of € 7,924 and compensation expense of € 7,196.

(17) INCOME TAXES

Income before income taxes, minority interest, equity in earnings from affiliates and extraordinary items is
attributable to the following geographic locations:

2000 1999 1998
AAUUSETT Lttt (496,573) 97,946 426,772
OtNEr COUNTIIES......c.eereieecee ettt et (756) 0 0
TOMAL et enan (497,329) 97,946 426,772

Income tax expense (benefit) attributable to income before extraordinary items for the years ended
December 31, consisted of the following:

2000 1999 1998
(O 1= 1 T 68 20,759 140,029
DS 1= 11 o S (178,897) (6,270) (16,654)
L = TR (178,829) 14,489 123,375
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The Company is subject to income taxes in Austria at a rate of 34 % of taxable income. The following table
shows the principal components for the difference between the effective income tax rate and the Austrian statutory
income tax rate based on income before income taxes, equity in earnings of affiliates and extraordinary itemsin
2000, 1999 and 1998:

2000 1999 1998
INCOME taXx &t SLALULONY FaLE.......ccevieereereeerieeeie e er e (169,092) 33,301 145,102
TAX-TTEB INCOIME. .....viereieretetees ettt (20,411) (19,464) (22,130)
Permanent diffErENCES ..ottt seae st e eneens 10,651 527 517
(1 1= 23 125 (114)
Effective iNCOME taX EXPENSE ..ot se e senees (178,829) 14,489 123,375
EffeCtiVe INCOMELAX TALE ......ecveeveeveeee ettt st er s see e seeseeneens 36.0% 148% 28.9%

Tax freeincome mainly comprisesinvestment tax credits.

In December 2000 Telekom Austria AG fulfilled the requirements to include three of its consolidated
subsidiaries in its tax return for the whole year 2000. Based on that the tax assets and tax liabilities of these
companies are netted in the table below for the year 2000. The tax effects of temporary differences that give rise to
deferred tax assets and liabilities at December 31 are asfollows:

2000 1999
Tax assets
QLI 0 (= 7= Y o)== 2,975 8,764
ACCOUNES FTECEIVADIE. ..ottt ettt seae st et e e e e s e eseeaesaessesbessesreeneens 1,445 294
Net operating 0SS CATYTOrWEIT. ..ot 201,558 6,195
Employee benefit Obligation..........cceeereriiinisrereeeeee e 2 12,164
(0010 2 (= 1 /1 = o R 16,178 11,611
ONEY <R s 12,920 3,735
TOtal AEFEITEA tAX ASSELS......ceevieee ettt ettt et eaesaesbeeaesaesbestesnestesensenesnsenes 235,078 42,763
Tax ligbilities
Property, plant and EQUIPMENT ... renes (55,340) (64,080)
Other CUITENt l1aDiITTIES.......vevveerese s (13,112) (5,196)
OENE @SSELS.....evevteee ettt bbbt b bbb bbb b e e (12,292) (14,216)
UNEBXEO FESEIVES......eeevireierete et sie sttt b ettt b st en b nenas (4,081) (4,271)
Employee benefit Obligation............coceerenieinirrrereeeeee e (18,590) 0
ONEY <R s (6,415) (15,321)
Total deferred tax [1abilitieS.........ccveir e (109,830)  (103,084)
NEL AEFEITE TAXES. ... ettt 125,248 (60,321)

At December 31, 2000 and 1999, the Company had approximately € 593,031 and € 18,220, respectively, of
net operating losses. Thereof € 2,429 have an expiration date of seven years, the remaining amounts are not subject
to expiration.

In assessing the recoverability of deferred tax assets, management considers whether it is more likely than not
that al the deferred tax assets will be realized. The ultimate realization of deferred tax assets is dependent upon the
generation of future taxable income during the periods in which those temporary differences become deductible.
Management considers the scheduled reversal of deferred tax liabilities and projected future taxable income in
making this assessment. Based on the level of historical taxable income and projections for future taxable income
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over the periods in which the deferred tax assets are deductible, management believes it is more likely than not the
company will realize all the benefits of these deductible differences.

(18) FINANCIAL INSTRUMENTS

The Company enters into various types of financia instruments in the normal course of business including
derivative financial instruments, for purposes other than trading.

By their nature, all such instruments involve risk, including market risk and credit risk of nonperformance by
counterparties, and the maximum potential loss may exceed the amount recognized in the balance sheets. However,
at December 31, 2000 and 1999, in management's opinion the probability of nonperformance of the counterpartiesin
these financia instruments was remote.

Credit risk

The Company monitors its exposure to credit risk. The Company does not have any significant exposure to
any individual customer or counterparty, nor does it have any major concentrations of credit risk related to any
financial instruments other than noted under section concentration of credit risk in significant accounting policies.

The Company does not require collateral in respect of financial assets. In order to reduce the risk of
nonperformance by the other parties to swap agreements, the contracts are subject to the International Swap Dedlers
Agreement.

Market risk

The market risk is monitored by using value at risk models for interest rate as well as currency risk for the
long-term debt and derivative portfolio.

Interest rate swap agreements

The Company entered into interest rate swaps to reduce the aggregate exposure to changes in floating interest
rates of the debt portfolio. Fixed interest rate payments as of December 31, 2000, ranged from 6.74 % to 3.0 %.
Floating-rate payments are based on rates tied to different Inter-Bank Offered Rates.

The following table indicates the types of swaps in use at December 31, 2000 and 1999, and their weighted-
average interest rates and the weighted-average remaining terms of the interest rate swap contracts. Average variable
rates are those in effect at the reporting date and may change significantly over the lives of the contracts:

2000 1999
Variableto fixed swapsin Euro
Lo 1Y) == 41010 | T 1 SO 218,019 218,019
AVEIAGE FECEIVE TALE......c.eceeeeerieteietete ettt 5.18 % 3.37%
AVEFAOE PEY FELE........cceeeeererreeeeiresere et r e s e er e e enenens 6.20 % 6.20 %
AVEragE MALUIMLY IN YEBIS....c.cueeieiiireiereiereteteesiee st 35 45
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Variableto fixed swapsin Japanese Yen (" JPY™)

NOtIoNAl @MOUNE TN JPY .ottt sre e st e e s saesreere e

NOLONA AMOUNE TN €.ttt sttt e s sbe s e e sre s sae st e s b e s sre s sreeneas

AVEIAGE FECEIVE TALE......c.cuceieereeteietete ettt

AVEFQE PEY FELE........cceeeeerereereeerere et r e er e e enenenes
AVEIrAgE MELUNLY IN YEAIS....c.cuieieiieeeiereiereteieesiee st s e

Foreign exchange agreements

2000 1999
10,000,000 10,000,000
93,528 97,345
0.54 % 0.17%
3.15% 3.15%
3.5 45

The Company entered into foreign currency denominated loans, because of low interest rates connected to
loans denominated in Japanese Y en and Swiss Francs ("SFR"). The use of cross currency swaps alows the Company
to reduce the exposure to the risk of adverse changes in exchange rates. Fixed interest rates as of December 31, 2000,

range from 6.4 % to 8.03 %.

The following table indicates the types of cross currency swaps in use at December 31, 2000 and 1999, and
their weighted-average interest rates and the weighted-average remaining terms of the cross currency swap contracts.

2000 1999
CrossCurrency Swaps€—SFR
Lo 1T ] == 41010 | T 01 SO 235,028 235,028
Notional @MOUNE TN SFR........ooeeeeeceeeteee ettt sttt e e ese s esesaesreesens 400,000 400,000
AVErage reCalVE rate — SFR ...t e 5.58 % 5.58 %
AVEragE PEY MaE — €.t e e 7.74 % 7.74%
AVEIrAgE MELUNTLY 1N YEBIS....c.cueeieiiceeiereietersieesiee st 37 47
CrossCurrency Swaps€—JPY
Lo 1T ] == 41010 | T 01 SO 73,554 73,554
NOLIONE AMOUNE TN JPY ..ot eaes 10,000,000 10,000,000
AVEIAgE rECEIVE TAE — JPY .ottt 3.15% 3.15%
AVEragE PEY MaE — €.t e 6.41 % 6.41%
AVEIrAgE MELUNTLY 1N YEBIS....c.cueeieiiereiereieteteteesse st 35 45
The following table summarizes the fair values of financial instruments:
2000 1999
Carrying Fair Carrying Fair
amount value amount value
AN .t 17,715 17,715 380,102 380,102
Short-term investments (other than securities)............ 0 0 36,336 36,336
Accountsrecaivable.........coocieieeeeenseee s 493,817 493,817 613,667 613,667
Balances due from related parties.........cccovvvrevrenenene 325,159 325,159 110,246 110,246
ACCOUNtS PAYADIE.........cereeeere e (524,969) (524,969) (381,224) (381,224)
Payablesto related parties..........covvvvvrereneneneenesenenes (103,744) (103,744) (689,362) (689,362)
Securities hel0-to-MELUitY ..o 144,161 143,171 128,352 118,174
Securities available-for-sale..........coovvrvnnenencnccnnee 5,962 5,962 5,969 5,969
LoNG-term debt ... (2,353,858) (2,450,878) (2,319,126) (2,444,130)

F-29



TELEKOM AUSTRIA AG
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All amountsin € '000s omitted)

The notional amounts of the derivative instruments below do not represent amounts exchanged by the parties
and, therefore, are not a measure of our exposure. The Company's exposure is limited to the fair value of the
contracts with a positive fair value plus interest receivable, if any, at the reporting date.

Notional Carrying Fair value
Amount Amount Liability Asset
2000
Interest rate swap agreements
] 218,019 0 11,270 0
T T 93,528 0 8,545 0
Cross Currency swap agreements
TS T 235,028 27,577 0 22,456
T T 73,554 19,974 0 23,070
1999
Interest rate swap agreements
] 218,019 0 12,993 0
T T 97,345 0 9,850 0
Cross Currency swap agreements
TS 235,028 14,178 0 10,608
T T 73,554 23,791 0 27,737

(19) RESTRICTED EARNINGS

Dividend distributions are based on earnings determined in accordance with Austrian accounting standards for
Telekom Austria AG on a stand-alone basis. As of December 31, 2000 no retained earnings as determined under
Austrian accounting rules were available for potentia digribution.

Under the terms of the shareholders agreement between OIAG and Telecom ltalia, a supermgjority vote is
required at the annual shareholders meeting to approve the payment of dividends. In addition, the shareholders
agreement aso provides that, unless Telekom Austrias shareholders agree otherwise, at least 50 % of the annual
surplus determined in accordance with Austrian accounting rules must be distributed in the form of dividends,
provided that any distribution must ensure that Telekom Austria will have an appropriate capitalization, equity ratio
and must take into account the profit and capital expenditure requirements of Telekom Austria.

(200 REVENUES

Year ended December 31, 2000 1999 1998

REVENUES FrOM SEIVICES......eeceeceecteete ettt sttt eenes 2,700,521 2,817,357 2,722,294
Revenues from sales of merchandise........ooeveeveeeiee e 113,876 130,842 108,141
L0 ! T 2,814,397 2,948,199 2,830,435
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(21) OTHER OPERATING EXPENSES

Y ear ended December 31, 2000 1999 1998

INErCONNECHION TEES ...ttt ettt ee e st eeean 655,013 527,475 368,842
S0 T O 133,346 110,879 99,325
SEVICES TECERIVEX ...ttt ettt e s e te e e e eseesesbestenneseetens 34,939 39,385 2,612
Advertising and Marketing ..........coeeoerrreeerenseeere s 67,379 47,661 26,161
RENEAl EXPENSES ......ececeierer ittt sene et et esenenes 52,299 45,066 43,089
COMMISSION EXPENSES ....cuereeeeenererereesesesesesesseseesessssesesssesessesesessessesesessssessssssnes 4,072 2,610 518
Bad debt Chargesto EXPENSES .........oeevrirerrieererese e seenenas 26,483 40,142 26,984
Legal and other CONSUIING .......covvveeeirerireecrererese et 59,058 34,363 34,668
Charges from related Parties.........ccccovveeeeneners e 40,433 58,276 54,872
TIAVEl EXPENSES ....vcveeeeereeteeseses et se e et se e s sasaesenesesessnsannnsens 35,644 41,026 42,520
(@115 g = (SR 8,411 13,776 12,070
0 0 O 21,835 22,144 20,787
TrAINING EXPENSES ...c.vveeeeeeerererieteeneresieseeesesessesesssessssesssssssmsssessssssesessssssesenssens 11,859 15,229 11,498
(11 1= T 66,606 38,662 15,053
L0 ! 1,217,377 1,036,694 758,999

(220 OTHER INCOME/EXPENSE - NET

Y ear ended December 31, 2000 1999 1998

FOreign exchange 10SSES..........cvieeirieieeieie e (89,430) (10,016) (3,082)
Foreign exchange gains..........ccveerrieeene e 80,474 11,734 6,805
L 0SS from retireMent Of @SSELS.........covvererereeeeee e (35,161) (14,046) (13,412)
OBNES . e (545) 2,800 3,405
TOMA s (44,662) (9,528) (6,284)

(23) EXTRAORDINARY ITEMS

The Company recorded extraordinary losses of € 3,453, €689 and € 10,468 net of tax of €1,779, €355 and
€ 5,393 in 2000, 1999 and 1998, respectively. In 1999 and 1998 amounts relate to the early redemption of long-term
debt with a carrying amount of €47,237 and € 246,773, respectively. The amount in 2000 relates to an accrued loss
representing management's commitment to contribute € 5,232 to the Austrian fund for forced labor victims who were
forced laborers between 1938 and 1945 and have raised claims against the Austrian industry. In response to these
claims, the Parliament of the Republic of Austria and representatives of Austrian companies have set up a fund to
settle these claims. Management believes that the amount accrued represents the best estimate of the amount of 1oss.
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(2490 COMMITMENTSAND CONTINGENCIES

In the normal course of business the Company is subject to proceedings, lawsuits and other claims, including
proceedings under laws and regulations related to interconnection. Such matters are subject to many uncertainties,
and outcomes are not predictable with assurance. Consequently, management is unable to ascertain the ultimate
aggregate amount of monetary liability or financial impact with respect to these matters at December 31, 2000. These
matters could affect the operating results of any one quarter when resolved in future periods. However, management
believes that after final disposition, any monetary liability or financia impact to the Company beyond that provided
for at year-end would not be material to its annual consolidated financial statements.

(25) SEGMENT REPORTING

On a monthly basis, the Company's management board consisting of four executive officers obtains and
disseminates information about the fixed line services (Telekom Austria), data communication services (Datakom),
mobile communication (Mobilkom) and the other operating segments, which mainly includes internet business,
international data services and other services (Other). As the internet segment is not material in 2000 it is not
reported separately. The management board is the Company's chief operating decision maker and evauates the
performance of the operating segments, alocates resources to those segments and sets incentive goals for
management. While the Company does not hold a controlling financia interest in Mobilkom and therefore does not
consolidate the mobile telecommunication business for financia reporting purposes, Mobilkom represents a
reportable segment of the Company.

The accounting policies of the segments are the same as those described in the summary of significant
accounting policies (see note 1). The Company evaluates performance based on severa factors, of which the primary
financiadl measure is earnings, including other income (expense), before interest, taxes and depreciation and
amortization (EBITDA). EBITDA does not include equity in earnings of affiliates and dividend income from cost
method investments.

Fixed line services include access fees, domestic long-distance services including internet, local and fixed line
to mobile calls, international traffic, voice value added services, interconnection, call center services, and public
payphone services.

Mobile communications services include digital and analog mobile communications services including value-
added services like text messaging and e-commerce and information services. Prepaid services are also offered.
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The data communications services include domestic and internationa leased lines, switched data services,
corporate network services and additional international data service. In the years reported, the data communications
segment  received cash discounts from the fixed line segment for the usage of datalines. Due to a change in cost
allocation strategy, these cash discounts will be reduced beginning in 2001, which will effect EBIT and EBITDA of

the data communication segment.

2000

External revenues ..........ccoeeeeereeneeninenenens
Intersegmental revenues...........ocoeeeveereeeene
Total FeVENUES......cocvveerrereere e
EBITDA ..ottt
Depreciation and amortization....................
EBIT oot
INErest INCOME.......covverererererere s
INtErest EXPENSE ......cceerverererrerereereereserreeens
Income tax expense (benefit) ........ccccovvvenene
Extraordinary [0SSeS.........covvereveneeeercennnnes
Net iNCOME (10SS) .....cevevrverererereerireriserereseres

TOtal 8SSELS.....covveeeeeere et
Additionsto property, plant and equipment

1999

External revenUES ........cooveeeeeeeee e
Intersegmental revenues...........ccoeeeeveereeeene
Total rEeVENUES.......ceeeeeeeeeeeeeeeteee e
o 1

INtErest EXPENSE ......ccverrerereirerereereereserreeens
INCOMELAXES .....eevecreerecteecteeee et
Extraordinary [0SSeS.........covvereveneeeercennnnes
NELINCOME......oceeeeeeeeeeeeeeee s

Additionsto property, plant and equipment
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Fixed line Mobile Data Other Segment
services communi-  communi- totals
cation cation
2,397,741 1,279,073 205,262 23,271 3,905,347
279,199 221,005 103,755 28,662 632,621
2,676,940 1,500,078 309,017 51,933 4,537,968
519,498 437,947 59,500 (559) 1,016,386
857,651 174,442 32,549 1,362 1,066,004
(338,153) 263,505 26,951 (1,921) (49,618)
68,538 18,201 691 24,867 112,297
230,144 35,296 421 24,893 290,754
(177,235) 76,034 (454) (1,140) (102,795)
3,118 1,343 336 0 4,797
(210,769) 167,456 29,442 (442) (14,313)
7,560,133 1,964,017 194,198 488,484 10,206,832
558,475 323,074 34,198 1,946 917,693
2,562,169 1,016,937 184,808 12,033 3,775,947
279,950 225,428 94,794 11,113 611,285
2,842,119 1,242,365 279,602 23,146 4,387,232
1,077,089 355,284 43,592 2,140 1,478,105
837,404 120,763 26,181 556 984,904
239,685 234,521 17,411 1,584 493,201
37,549 6,784 1,080 33,637 79,050
201,071 16,877 309 32,971 251,228
8,146 68,298 5,348 735 82,527
689 542 0 0 1,231
133,058 155,589 12,979 1,970 303,596
8,055,590 1,614,021 183,585 606,660 10,459,856
646,634 287,382 48,272 928 983,216



TELEKOM AUSTRIA AG

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(All amountsin € '000s omitted)

Fixed line Mobile Data Other Segment
services ~ communi-  communi- totals
cation cation
1998
Externa revenues ..........cooeevneenneeininene 2,522,463 751,317 155,352 9,204 3,438,336
Intersegmental revenues...........ccoeeeeveereeeene 222,478 161,831 78,923 4,753 467,985
Total reVENUES........cceeeeriereceerecceies 2,744,941 913,148 234,275 13,957 3,906,321
EBITDA ..ottt 1,355,695 386,506 55,947 376 1,798,524
Depreciation and amortization.................... 794,060 102,510 19,749 426 916,745
EBIT oot 561,635 283,996 36,198 (50) 881,779
INErest INCOME.......covveereeierere s 23,678 3,417 1,105 31,609 59,719
INLErest EXPENSE .....cvveereceerreee e 199,043 17,341 229 28,643 245,256
[INCOMEtAXES ..o 110,956 87,450 11,448 16 209,870
Extraordinary 10SSeS.........covverereneeeercennenes 10,468 0 0 0 10,468
NELINCOME.....oieiririeieirereerere e 302,570 182,623 25,682 2,901 513,776
TOtal 8SSELS....cvveeereeereceerercre s 7,470,578 1,199,229 163,423 1,156,407 9,989,637
Additions to property, plant and equipment 713,521 158,674 46,261 1,053 919,509
EBITDA differs from consolidated net income as aresult of the following differences:
2000 1999 1998

EBITDA — SEgMENt tOLAlS.....oveveerereieirereeieireneie et 1,016,386 1,478,105 1,798,524
Depreciation and amortiZaLiONL..........c.cveereereererernenns e eeeseserenas (915,889) (864,549) (814,642)
[NEErESE INCOME. ... cveirereeerceee ettt 78,552 66,749 40,406
[NEErESE EXPENSE .....cevecece ettt (239,914)  (228,069) (212,019)
EBITDA —MODITKOM ..ottt (437,947)  (355,284) (386,506)
OLNEN <.ttt bbbt 1,558 994 1,009
Income before taxes, equity of earnings of affiliates

and_extraordinary iteMS.........cceererienirr s (497,254) 97,946 426,772
Equity in earnings of affiliates — Mobilkom..........c.ccoviiiiiiceeeeenns 125,265 116,817 136,968
Equity in earnings of affiliateS — Other ..........ccoveiernenc s (88,951) 652 (423)
Income tax (EXPENSE) DENEFIt.........ccce e e 178,829 (14,489)  (123,375)
EXraordinary [0SSES........cvvirrrereriteeeiteteie et (3,453) (689) (10,468)
NELINCOIME.....cieteirecie ettt bbbt (285,564) 200,237 429,474




NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All amountsin € '000s omitted)

TELEKOM AUSTRIA AG

The segment totals reconcile to the consolidated financial statements as a result of eliminating transactions
and balances between consolidated segments and by eliminating Mobilkom which is accounted for under the equity

method for purposes of reporting consolidated financial information in accordance with U.S. GAAP:

2000

Total revenues........ccceeveeverrvereseeeene
Depreciation and amortization.............
INterest iNCOME.........cvcrerererereirrrereene
INterest eXPense.........cocoeevverereereererennnns
Income tax expense (benefit) ...............
Net inComMe (10SS) ...c.cveermeermerreererererennns

Investments in property, plant and

EQUIPMENT ..o

1999

Totd revenues........ccoeeveceveceeeses e
Depreciation and amortization.............
INtErest INCOME........cveeeeeeeeeereeeeeee e
INterest eXPense.........cocoeevrerereereererennens
INCOMELAXES.....covecreereereereeee e
NELINCOME.......oovveeeeeeeeeceeeeeee e

Investments in property, plant and

EQUIPMENT ..o

1998

Total revenUES.........ccoeeeeeveeeeeeeeeeeee e
Depreciation and amortization.............
INterest iNCOME.......cocvveevveeeee e
INterest eXPense.........cocoeevverereereererennns
INCOMELAXES ...eeevee e
NEL INCOME.....cveeeeiceeeeeee e

Total 8SSELS......eevvieeerieee e

Investments in property, plant and

EQUIPMENT ..o

Segment Eliminations Mobile Consolidated
totals communi-
cation
.......... 4,537,968 (223,493)  (1,500,078) 2,814,397
.......... 1,066,004 24,327 (174,442) 915,889
.......... 112,297 (15,544) (18,201) 78,552
.......... 290,754 (15,544) (35,296) 239,914
.......... (102,795) 0 (76,034) (178,829)
.......... (14,313) (103,795) (167,456) (285,564)
.......... 10,206,832 (106,893)  (1,964,017) 8,135,922
.......... 917,693 0 (323,074) 594,619
.......... 4,387,232 (196,668)  (1,242,365) 2,948,199
.......... 984,904 408 (120,763) 864,549
.......... 79,050 (5,517) (6,784) 66,749
.......... 251,228 (6,282) (16,877) 228,069
.......... 82,527 260 (68,298) 14,489
.......... 303,596 52,230 (155,589) 200,237
.......... 10,459,856 (538,742)  (1,614,021) 8,307,093
.......... 983,216 0 (287,382) 695,834
.......... 3,906,321 (162,738) (913,148) 2,830,435
.......... 916,745 407 (102,510) 814,642
.......... 59,719 (15,896) (3,417) 40,406
.......... 245,256 (15,896) (17,341) 212,019
.......... 209,870 955 (87,450) 123,375
.......... 513,776 98,321 (182,623) 429,474
.......... 9,989,637 (431,649)  (1,199,229) 8,358,759
.......... 919,508 0 (158,674) 760,834

In 2000 and 1999, more than 97 % and 99%, respectively, of the revenues generated by the reportable

segments relate to operations in Austria and essentially al of the long-lived assets were located in Austria.
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TELEKOM AUSTRIA AG
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All amountsin € '000s omitted)

(26) SUBSEQUENT EVENTS

In the first Quarter 2001, the shareholders approved the transformation of "Mobilkom Austria AG" into a
Limited Liability Partnership, "Mobilkom Austria AG und CoKG". As the application relating to the change in tax
status was filed with the Companies Register prior to March 30, 2001, it will be effective for tax purposes as of
June 30, 2000 and will result in Mobilkom no longer being a taxable entity. As Mobilkom's tax results will be
reported in the tax return of its partners, all deferred tax assets and liabilities will be charged into tax expense in
Mobilkom's financial statements. The Company will report its share of deferred tax assets und liabilities in the
balance sheet. The one time tax effect will be reported as tax expense or tax benefit.

As of February 1, 2001, the Company guaranteed Cross Border Lease Obligations for Maobilkom totaling US
$ 50 million.
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Independent auditors' report

The Supervisory Board and Stockholders
Mobilkom Austria Aktiengesellschaft:

We have audited the accompanying consolidated balance sheets of Mobilkom Austria Aktiengesellschaft
("Mobilkom™) as of December 31, 2000 and 1999, and the related consolidated statements of operations, cash flows
and changes in stockholders equity for each of the years in the three year period ended December 31, 2000. These
consolidated financial statements are the responsibility of the Company's management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the consolidated financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overal financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in al material respects,
the financial position of Mobilkom as of December 31, 2000 and 1999, and the results of its operations and its cash
flows for each of the years in the three year period ended December 31, 2000, in conformity with accounting
principles generally accepted in the United States of America

Grant Thornton — Jonasch & Platzer KPMG AustriaGmbH
Wirtschaftsprifungs- und Steuerberatungs-OHG Wirtschaftsprifungs- und Steuerberatungsgesel | schaft

Vienna
March 30, 2001
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MOBILKOM AUSTRIA AG
CONSOLIDATED BALANCE SHEETS
(in €'000s omitted, except per shareinformation)

December 31, December 31,

ASSETS 2000 1999
Current assets
Cash and Cash EQUIVAIENES...........orveirirerieeeresie e 36,988 72,491
Accounts receivable, net of alowances of € 71,457 and € 67,865
as of December 31, 2000 and 1999..........c.ccciieirieiieiie et 191,297 194,578
Receivables due from related Parties..........cooeverereininenes e 46,129 54,090
[0V 10 = 44,175 73,116
Prepaid EXPENSES.....ccveveeieiiiie ettt sttt sttt st sb e bt a et nre s 51,235 27,963
(@1 g1c e U= =15 £ 31,386 7,737
TOTAL CURRENT ASSETS.....c oottt ettt ete st sae e eaesaeenen 401,210 429,975
Property, plant and eqUIPMENt, NEL...........ccovoreerri e s 753,003 581,238
INtANGIDIE BSSELS, NMEL........ceieieirieee e e eeas 415,387 240,619
LAV Z=S 1= £SO 3,934 2,251
DEFEITEO TAX ASSELS......vecveieeeeieetecee e et eteste et e ete e e e testeeeestesseestesseeseestesseesseasesnsesreeneensesren 164,151 185,505
(@)1 91S = S5 (T 226,332 214,527
TOTAL ASSETS....c oottt ettt teete st et este e et e saesaeensesaesreentssaesseensens 1,964,017 1,654,115
LIABILITIESAND STOCKHOLDERS EQUITY
Current liabilities
SNOrt-tErM DOMTOWINGS.......i it bbb 91,202 88,919
ACCOUNES PAYADIE ...t 184,549 160,187
PN oo (U1 o M = o T TR (= 22,095 19,562
Payabl €S t0 relaled PArtiES.........covrireieire e 63,952 51,758
(DI L= =0 M T (e0] 121 62,956 38,599
INCOME tAXES PAYADIE........e i 26,108 84,840
DEfErred INCOMEBLAXES ......vieiecciee ettt ettt e e e be e te e saeesteesabeesbeesbessaneens 51 1,800
Other CUITENt HADIITIES......ccveecvie ettt be e sareenne s 31,343 27,840
TOTAL CURRENT LIABILTIES......co ettt 482,256 473,505
Long-term debt, net of CUrrent POrtiON...........coceruerieererereieese e 430,837 219,323
Lease obligations, Net of CUMTENt POFtION...........ccvirieirererienieeeese e 214,958 201,575
(@131 SRR 34,580 38,743
Stockholders' equity
Common stock, issued and outstanding shares 100,000 with par value of € 726,73... 72,673 72,673
Additional paid in CaPITAL.........cccoreiriirireeer e 7,819 7,091
RELAINEA BAIMINGS... ..ottt bbb e ae e s 720,842 641,320
Accumulated other comprehensive income (10SS)........cccveerreereinnreenee s 52 (115)
TOTAL STOCKHOLDERS EQUITY ....ootiiiieeeeste et 801,386 720,969
TOTAL LIABILITIESAND STOCKHOLDERS EQUITY ...cooiiiiersie e 1,964,017 1,654,115

See accompanying notes to consolidated financial statements
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MOBILKOM AUSTRIA AG
CONSOLIDATED STATEMENTS OF OPERATIONS
(in €'000s omitted, except per shareinformation)

2000 1999 1998
OPEraliNg FEVENUES........ccuveireriesieetesteetesreestesae e ssaesseesse e ensesneens a) 1,500,078 1,242,365 913,148
OpErating EXPENSES.......ccceereerieeeriesiesee e sieseesee s ste e sre i seesseseenes b)
MELENTAIS......ccveeeectece e (302,886) (271,281) (88,388)
Employee costs, including benefits and taxes............cc.v...... (98,107) (74,281) (50,409)
Depreciation and amortization............ccccceeveeveeieeseesiesseeseens (174,442) (120,763) (102,510)
Other operating EXPENSES.......ccveviieereeiieseese et eee e (663,507) (550,269) (370,946)
OPERATING INCOME........ccoveieieieseece e 261,136 225,771 300,895
Other income (expense)
INLErESL INCOME......ccviiteeiecee ettt C) 18,201 6,784 3,417
INEEIESt EXPENSE. ... eeecvee i e eree et et e e ere e s d) (35,296) (16,877) (17,341)
Write offs of investments.........ccccvvevvecviieseece e (1,577) 0 0
Other, NEL......c.eeeeeeeeeee e, 1,840 (1,627) (17,703)
INCOME BEFORE INCOME TAXES, MINORITY
INTERESTS AND EXTRAORDINARY ITEMS...... 244,304 214,051 269,268
[NCOME LAX EXPENSE.....cveeieiierieesiieesteesie et et e e sre s sre e e sreens (76,034) (68,298) (87,450)
MINOKILY INEEIESES.....eciveceie e 529 10,377 805
INCOME BEFORE EXTRAORDINARY ITEMS........ 168,799 156,130 182,623
Extraordinary [0SS, NEt Of taX.........cveeviveneninene e (1,343) (542) 0
NET INCOME.......cooiiiiiiecececeeeeeee e, 167,456 155,588 182,623
a) includes revenues from related parties of ...........ccce.e. 254,152 265,352 181,282
b) includes operating expenses from related parties of ...... 239,345 213,943 161,609
¢) includesinterest income from related parties of ............ 386 3,414 3,098
d) includes interest expense from related parties of ........... 3,019 0 0

See accompanying hotes to consolidated financial statements
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MOBILKOM AUSTRIA AG
CONSOLIDATED STATEMENTSOF CASH FLOWS
(in €'000s omitted, except per shareinformation)

2000 1999 1998
Cash generated from operations
LIS 1 o0 TR 167,456 155,588 182,623
Adjustments to reconcile net income to cash generated from operations
Depreciation and amortization of property, plant and equipment and intangible assets... 174,442 120,763 102,510
WItE OffS Of INVESIMENES......eiieiieieerie sttt sttt e s s e e e e e s b e e sreesaresresnreenneas 1,577 0 0
Employee benefit obligation - 10Ng terM..........ccciiiiiniiee s 1,353 624 569
Changes in allowance for doubtful aCCOUNLS............cceeieiiiiiiiiiiee e, 25,364 21,009 6,882
Change iN defErTer tAXES.......c.cirieieirire bbb 17,521 5,135 18,855
SEOCK PUICHESE PIAN. ...ttt 728 0 0
L 0SS 0N diSPOSal Of EQUIPMENL.......iiiiiriiririeeiriee et 1,064 3,423 19,017
Changes in assets and liabilities, net of effect of business acquired
ACCOUNES FECAIVADIE. ...ttt bbb (22,084) (107,2142) (19,003)
DUE from rel@ated PartieS.........couvieerirnieiersees s 7,961 (14,036) (38,417)
L1017 7= 010 7= OSSP 28,940 (47,043) (13,745)
Prepaitd EXPENSES........cvveerceeieiiei etttk (23,272)  (25,351) (2,325)
(@1 1< =SS £ SRR 283  (14,841) 14,040
ACCOUNES PAYADIE......ceeieeiirietiirisie et ettt es 24,363 33,932 24,824
Accrued liabilities. (56,200) 2,281 63,492
DUE O rElated PArtiES.......cueeriereeirieieisie ettt ettt bt 12,194 11,956 21,087
Other HabilItIES.....c.vevieeeeeieisreet bbb 26,305 28,879 11,030
387,995 175,177 391,439
Cash used in investing activities
Capital expenditures, including interest Capitalized............cooeeveeeeeeeeecceeeee (507,117) (289,524) (178,600)
ACQUISITIONS AN INVESIMENES......coveiiiirieiiieririeeese sttt nb s (23,138) (13,146) 4
ONEY et 464 332 573
(529,791) (302,338) (178,031)
Cash from (used in) financing activities
Proceeds from issuance of 10Ng-term debt..........ccoveirriinreine e 73,764 0 0
Principal payments on 1ong-term debt...........cooeieiiiiiiene s (29,069) (87,207) 0
Change in short-term bank BOrrOWINGS...........covrierirrerrrrrrss e (67,562) 125,615 (323)
Changes in financing With TElEKOM AUSIFIAL. ........ccoveiiiiiieererrrrrs e 218,019 0 0
Proceeds from sale of tax DENEFILS........ccceciiiiiieiceccec et 0 18,774 0
DiVIENAS PAIG. . ..cecvevereeeieiriiieiee it (87,934) (77,033) (49,417)
Capital contributions by minority SharehOlders...........coceeveeernniisrrrr e, 0 29,297 7
107,218 9,446  (49,733)
Effect of exchangerate Changes..........couveiiniirneie e e (925) 696 3
Net increase (decrease) in cash and cash eqUIVaIENTS..........oceiriririnrecn e (35,503) (117,019) 163,678
Cash and cash equivalents at beginning of PErOU. ... 72,491 189,510 25,832
Cash and cash equivalents at end of period 36,988 72,491 189,510
Cash paid for
TITEEIESE. .t r bbb nenens 18,418 16,761 16,459
Lol 4L = TR 118,232 66,849 12,001
Cash received for
TITEEIESE. ..t 505 4,669 4,717
Incometax.... 0 0 4,108
Non-cash investing and financing
CrOSS DOFAEN [E8SING......civeuiirirrieristeeiste ettt ettt b e e sb ettt es 0 198,822 0

See accompanying notes to consolidated financial statements
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MOBILKOM AUSTRIA AG
STATEMENT OF CHANGESIN STOCKHOLDERS EQUITY
(in €'000s omitted, except per shareinformation)

Accumulated
Common stock  Additional other Total
Number of paid Retained comprehensive stockholders
shares Par value incapital earnings income (loss) equity

Balance January 1, 1998 100,000 72,673 7,001 429,559 0 509,323

Dividends declared..........cccovueuerreueinninininininenns (49,417) (49,417)
Comprehensive income

NEL INCOME......ccvietieeiee e 182,623 182,623

Unrealized gains on Securities.................... 1 1

Foreign currency trandation adjustment.... 2 2

Total comprehensive inCome..........ocevrereneen. 182,626

Balance December 31, 1998 100,000 72,673 7,091 562,765 3 642,532

Dividends declared.........ccccovueuerrenieininininininnnns (77,033) (77,033)
Comprehensive income

NEL INCOME......ceecteeericiicee e 155,588 155,588

Unrealized gains on securities, net of

€ 4 deferred income taxes........ccoeeeeee 8 8

Foreign currency transation adjustment..... (126) (126)

Total comprehensive income...........cccvveeeriennne 155,470

Balance December 31, 1999........cccvvrererenenenn, 100,000 72,673 7,001 641,320 (115) 720,969

Dividends declared.........ccccoeueuevrnnineninininnninenns (87,934) (87,934)

Stock purchase plan.........coccvevreeennnecneneneens 728 728
Comprehensive income

NEL INCOME......ceeieeeeticicee et 167,456 167,456

Unrealized gains on securities, net of

€ 4 deferred income taxes............c....... @) (7

Foreign currency translation adjustment..... 174 174

Total comprehensive inCome..........oceerereneen. 167,623

Balance December 31, 2000..........ccceeervrererennns 100,000 72,673 7,819 720,842 52 801,386

See accompanying notes to consolidated financial statements
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MOBILKOM AUSTRIA AG
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All amountsin € '000s omitted)

(1) THE COMPANY AND SIGNIFICANT ACCOUNTING POLICIES

Description of business, organization and relationship with
the Federal Republic of Austria

Mobilkom Austria Aktiengesellschaft ("AG") and subsidiaries (the "Company” or "Mobilkom") operate in the
mobile communications business. Mobile communication services offered by the Company include a wide range of
digital and analog mobile communication services like text messaging, e-commerce and information services.
Prepaid services and message servicing are also offered. These activities are conducted and operated primarily in
Austria, since 1999 also in Croatia and since 2000 in Liechtenstein (9.8 % and 2.5 % of consolidated revenuesin
2000 and 1999, respectively).

As of April 22, 1996, Mobilkom Austria Aktiengesellschaft was incorporated. May 1, 1996, the mobile
communication operations were then transferred to the newly incorporated entity by Post und Telekom
Aktiengesellschaft (PTA), an entity wholly owned by the Federal Republic of Austria.

In April 1997, STET Mobile Holding NV, an entity jointly held by Telecom Italia SpA and Telecom Italia
Mobile SpA, a publicly-traded subsidiary of Telecom Italia SpA, purchased a 25 % plus one share common gock
interest in Mobilkom leaving PTA with a 75 % minus one common share interest in their subsidiary Mobilkom. PTA
later changed its name to Telekom Austria Aktiengesellschaft (" Telekom Austria').

The Federal Republic of Austria, through Osterreichische Industrie-Holding AG ("OIAG"), continues to be a
significant shareholder owning approximately 47,8 % of the voting common stock of Telekom Austria.

In addition to the transactions described in note (4), the Federal Republic of Austria authorizes and supervises
the Osterreichische Gesdllschaft fiir Telekommunikationsregulierung mit beschrankter Haftung (Telekom Control
GmbH) which regulates certain activities of both Telekom Austria and Maobilkom. The government holds the taxing
authority for the Austrian operations of Mobilkom and levies taxes such asincome and value added taxes.

Basis of presentation

The consolidated financial statements of Mobilkom Austria AG have been prepared in accordance with
accounting princi ples generally accepted in the United States of America ("U.S. GAAP").

Principles of consolidation
The consolidated financia statements include the accounts of Mobilkom Austria AG and its subsidiaries in

which the Company has a controlling financial interest. Significant intercompany accounts and transactions between
the consolidated companies have been eliminated.

Compar ative statements

Certain amounts in prior years have been reclassified for consistency of presentation purposes.
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MOBILKOM AUSTRIA AG
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All amountsin € '000s omitted)

Cash and cash equivalent s

The Company considers cash in banks and highly liquid investments, with original maturities of three months
or less, cash and cash equivaents. The Company has a cash pooling arrangement with Telekom Finanzmanagement
GmbH ("TFG"), a subsidiary of Telekom Austria. These balances managed by TFG are classified as cash as the
Company has immediate access to the amounts. Balances totaled € 18,358 and €68,860 in 2000 and 1999,
respectively. Interest income received on these balances totaled € 386 and € 3,414 in 2000 and 1999, respectively.

Marketable securities

Marketable debt and equity securities, other than investments accounted for by the equity method, are
categorized as available-for-sale. These securities are reported at fair value at the balance sheet date and unrealized
gains and losses are included in accumulated other comprehensive income, net of applicable deferred tax.

As of December 31, 2000 and 1999, Mobilkom held securities available-for-sale of fair value € 498 and
€ 231, including gross unrealized holding gains of €2 and € 13, respectively.

Inventories

The majority of inventory balances consist of merchandise sold in Mobilkom shops as well as items sold to
deders. Additionaly, the Company maintains supply items used for the construction of networks mainly for the
Company's own use. Inventories are valued at the lower of cost or market, cost being determined on the basis of
weighted average cost.

Property, plant and equipment

Property, plant and equipment are stated at cost and include certain costs which are capitalized during the
installation and expansion of the telecommunication network. Value added tax (“VAT") which is charged by
suppliers and subject to refund from the tax authorities is not.included in cost.

Depreciation on plant and equipment is calculated on the straight-line method over the estimated useful lives
of the assets. Leasehold improvements are amortized straight-line over the lease term or the estimated useful life of
the asset.

The useful lives are:

Years
Communication network and other equipment............c.cceeunee. 8
SOFtWEIE.....c.ceeeeereree e 5-8
Buildings and leasehold improvements............cccoeeeeeennerinnee 10-25

Maintenance and repairs are expensed as incurred while replacements and improvements are capitalized. The
cost and accumulated depreciation of assets sold or retired are removed from the accounts, and any resulting gain or
lossisreflected in other income or expense.



MOBILKOM AUSTRIA AG
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All amountsin € '000s omitted)

Intangible assets

Intangible assets are stated at cost and are amortized straight-line over the estimated useful life over the
periods shown below:

Years
LT o o 11 1 S 5
WirEl€SS lICENSES. ... 10-15
Patents and proprietary teChNology ........c.cooveeeeeeeereereenens 5-20
OLNEN .ot s 20

Advertising and promotional cost

Advertising and promotional costs are expensed as incurred and total € 119,465, €86,532 and €50,060 in
2000, 1999 and 1998, respectively.

Incometaxes

Income taxes are accounted for under the liability method. Deferred tax assets and liabilities are recognized
for the future tax consequences attributable to differences between the financial statement carrying amounts of
existing assets and liabilities and their respective tax bases, and operating loss and tax credit carryforwards. Deferred
tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in
which these temporary differences are expected to be recovered or settled. The effect on deferred tax assets and
liabilities of changesin tax ratesis recognized as income or expensein the period that includes the enactment date.

Investment tax credits are recognized as a reduction of income taxes in the period in which those credits are
granted.

Concentration of risks

A portion of the Company's revenue is derived from services provided to others in the telecommunications
industry, mainly to providers of fixed network telecommunication, foreign cellular companies and retailers of
cellular handsets. As a result, the Company has some concentration of credit risk in its customer base. The Company
performs ongoing credit evaluations of its large customers financial condition to support its receivables. As of the
balance sheet dates, the Company does not have any significant concentration of business transacted with a particular
supplier or lender that could, if suddenly eliminated, severely impact the operations. The Company aso does not
have a concentration of available sources of labor, services, franchises, or licenses or other rights that could, if
suddenly eliminated, severely impact the operations. The Company invests its cash through a cash pooling with TFG,
which invests the funds under management in severa high-quality credit institutions.

Foreign currency trandation

The Company prepared and reported its consolidated financial statements in Austrian schillings and then
translates them into Euro (€).
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In the individual company financial statements, foreign currency receivables, cash in banks and liabilities are
converted at the exchange rate applicable on the transaction date. Unrealized foreign currency losses and gains due to
exchange rate fluctuations through the balance sheet date are recognized in the income statement.

The functional currency for the Company's foreign operations is the applicable loca currency. The trandation
from the applicable foreign currencies to the Euro is performed for assets and liabilities using the current exchange
rate in effect a the balance sheet date. Revenue and expense accounts are trandated using the weighted average
exchange rate during the period. The resulting trandation adjustments are recorded as other comprehensive income
or loss.

Revenuerecognition

The Company recognizes usage and roaming service revenue based upon minutes of traffic processed or
contracted fee schedules when the services are rendered. Revenues due from foreign carriers for international
roaming calls are included in revenues in the period in which the call occurs.

Access fees to mobile customers and certain prepaid usage services are billed in advance resulting in deferred
revenues. Cash discounts and incentives are accounted for as a reduction of revenues when granted or, where a
service continuation exists, ratably over the contract period.

Product and other service revenues are recognized when the products are delivered and accepted by customers
and when services are provided in accordance with contract terms.

In December 1999, the SEC issued Staff Accounting Bulletin No. 101, "Revenue Recognition in Financial
Statements’ ("SAB 101") which the Company adopted in the fourth Quarter 2000. SAB 101 addresses, among other
items, when revenue relating to nonrefundable, up-front fees should be recognized. Upon adoption the Company
performed a detailed analysis of the activation fees and recorded deferred revenues when revenues exceed expenses.
These amounts will be recognized over the average expected contract term. When direct incremental expenses
exceed revenues the amounts are not deferred. The impact from implementation was immaterial .

Impairment of long lived assets and long lived assetsto be disposed of

The Company accounts for long-lived assets in accordance with the provisions of SFAS No. 121 "Accounting
for the Impairment of Long-Lived Assets and of Long-Lived Assets to Be Disposed of". This Statement requires that
long-lived assets and certain identifiable intangibles be reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of assets to be
held and used is measured by a comparison of the carrying amount of an asset to undiscounted future net cash flows
expected to be generated by the asset. If such assets are considered to be impaired, the impairment to be recognized
is measured by the amount by which the carrying amount of the assets exceeds the fair value of the asset. Assets to
be disposed of are reported at the lower of the carrying amount or estimated proceeds less cost to sell.

Derivativefinancial instruments

The Company uses the treasury services provided by TFG. The TFG has established a control environment
which includes policies and procedures for risk assessment, approval, reporting and monitoring of derivative
financial instrument activities in connection with the derivative management services provided to the Company. The
Company has entered into interest rate swap agreements to manage its exposure to adverse fluctuations in interest
rates.
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The Company is not a party to leveraged derivatives and the policies prohibit the holding or issuing of
financial instruments for speculative purposes.

Interest rate swap agreements that the Company designates as a hedge of debt obligations are accounted for
on an accrual basis. Interest rate differentials associated with interest rate swaps used to hedge the Company's debt
obligations are recorded as an adjustment to interest payable.

Realized gains or losses that occur from the early termination or expiration of contracts are deferred and
recorded in income over the remaining period of the original swap agreement.

The effectiveness of a hedge is measured by historical and probable high correlation of changesin fair value
of the hedging instruments with changes in the value of the hedge item. If correlation ceases to exist, hedge
accounting is terminated and gains and losses are recorded in other income. Derivatives that do not meet the
conditions for hedge accounting are reported at fair value either as other asset or other liability.

Fair value of financial instruments

The carrying amounts for cash, accounts receivable, accounts payable, receivables due from and payables due
to related parties and accrued liahilities approximate their fair value. The fair value of securities availablefor-saleis
based on quoted market rates. The fair value of long-term debt and swap agreements is determined based on the cash
flows from such financia irstruments discounted at the Company's estimated current interest rate to enter into
similar financial instruments.

Use of estimates

The Company offers its customers a loyalty program where they receive "Mobil points® for most invoiced
services. Customers can use the points to purchase various products. Points accumulated are recorded as a liability as
earned with the corresponding offset against revenues. Points are valued based on the average cost of the products
available for purchase. As of December 31, 2000 and 1999, respectively, € 16 million and €3 million were recorded
in accrued liabilities.

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements, and revenue and expenses during
the period reported. Actual results could differ from those estimates.

New accounting pronouncements

In June 1998, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standards No. 133, "Accounting for Derivative Instruments and Hedging Activities' ("SFAS133"). Among other
provisions, it requires that entities recognize all derivatives as either assets or liabilities in the statement of financial
position and measure those instruments at fair value. Gains and losses resulting from changes in the fair values of
those derivatives would be accounted for depending on the use of the derivative and whether it qualifies for hedge
accounting. The effective date of this standard was delayed via the issuance of Statement of Fnancia Accounting
Standards No. 137. The effective date for SFAS No. 133, as amended by Statement of Financia Accounting
Standards No. 138, is now for fiscal years beginning after June 15, 2000, though earlier adoption is encouraged. The
Company adopted SFAS 133 on January 1, 2001 as a one-time cumulative adjustment.
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However, because of the insignificant use of derivatives, the adoption of the standard will not have a
significant effect on the financial position or results of operations. The Company expects that the adoption of
Statement 133 will increase the volatility of other comprehensive income. In general the volatility will vary with the
level of derivative activities during any period. The Company believes it is not likely that these amounts will be
material in the future.

In September 2000, the FASB issued SFAS 140, "Accounting for Transfers and Servicing of Financia Assets
and Extinguishments of Liabilities" a replacement of SFAB Statement No. 125. This statement revises the standards
for accounting for securitization and other transfers of financial assets and collateral and requires certain financial
statement disclosure. SFAS 140 is effective for transactions occurring after March 31, 2001. The new disclosure
requirements are effective for fiscal years ending after December 15, 2000. The impact of implementation is
expected to beimmaterial.

(2) BUSINESS COMBINATIONS

All acquisitions have been accounted for under the purchase method with the excess of the purchase price
over the estimated fair value of the net assets acquired accounted for as goodwill. The results of operations of the
acquired businesses areincluded in the consolidated financial statements from the dates of the acquisition.

In 1998, Mobilkom and other investors formed VIP NET GSM d.o.0 (VIP Net), a cellular phone service
provider in Croatia. At foundation, Mobilkom held a 30 % sharein VIP Net. In 1999 and 2000, Mobilkom acquired
an additional interest in VIP Net through several step acquisitions, resulting in an increase in the Company's common
stock holding in VIP Net to 61.0 %. The total cost of these step acquisitions was € 19,718 and € 12,814 in 2000 and
1999. The purchase price was allocated to assets based on fair market value and the balance of € 15,980 was
recorded as goodwill.

In January 2000 Mobilkom founded a 100 % subsidiary in Liechtenstein to operate as a cellular phone service
provider, which isfully consolidated. The Company started providing services to customersin July 2000.

(3) ACCOUNTSRECEIVABLE

Theroll forward of the allowance for accounts receivableis as follows:

2000 1999
Allowance beginning Of thE YEAN ... 67,865 46,856
Charged T0 EXPENSES. .....c.cieeietieieiereie ettt bbbt 25,364 21,095
AMOUNES WHTEEMOFF ..o (21,772) (86)
Allowance at the end Of the YEaN ... 71,457 67,865

(4) RELATED PARTY TRANSACTIONS

The majority of related party transactions are carried out with Telekom Austria. The Company receives and
provides interconnection services as well as various other services from and to Telekom Austria. Interconnection
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revenues from Telekom Austria were €197,712, € 205,892 and € 152,752 interconnection expenses were € 118,986,
€97,468 and €71,007 in 2000, 1999 and 1998, respectively. Other services rendered to Telekom Austriag, like
cellular telephone services and sale of handsets, totaled € 23,293, €18,901 and €9,079. Other services purchased
from Telekom Austria, like repairs and maintenance, and support totaled € 97,741 € 89,977 and € 72,126 in 2000,
1999 and 1998, respectively.

In addition to the services noted above, TFG, a subsidiary of Telekom Austria, has provided long-term
financing to Mabilkom in connection with the purchase of the UMTS license as disclosed in note (10) and note (6).

The Company also transacts a limited amount of business with the Federal Republic of Austria and various
government agencies and entities owned or controlled by the government. Disclosures below present only balances
and transactions relating to OIAG and its subsidiary Osterreichische Post AG. Other government agencies and
government-owned entities are not disclosed for practical reasons. None of the individual accounts associated with
government agencies or government-owned entities are significant to the Company. The mgjority of the services
purchased from the OIAG consist of postal and other administrative services. Amounts charged for services received
totaled € 15,146, € 17,977 and € 11,902 in 2000, 1999 and 1998, respectively. Purchases by OIAG from Mobilkom
consist primarily of cellular phone services and handsets. Revenues for these transactions totaled € 29,764, € 37,894
and € 17,229 in 2000, 1999 and 1998, respectively.

Services purchased from Telecom Italia and subsidiaries for technical and management services totaled € 932,
€ 3,480 and € 3,156 in 2000, 1999 and 1998, respectively. Roaming revenues billed to Telecom Italia were € 3,383,
€ 2,665 and € 2,222 while roaming charges by Telecom lItdia were € 6,540, €5,041 and 3,418 in 2000, 1999 and

1998, respectively.

The following is the detail of the accounts receivable with related parties:

At December 31, 2000 1999

= L= o I U 1 - WU 45,034 48,702
OUAG et ee ettt e et se e eene e ee s s ee s ee e et e e et e ee et e ee e ee s e e e ee e e en e s en et eeran e e eneenerens 124 5,001
L= L= 411 7= = T 922 387
(1 1 = 49 0
o U 46,129 54,090

Thefollowing isthe detail of the accounts payable with related parties:

At December 31, 2000 1999

= L= G AN U 1 - T 57,087 50,416
(@)1 TP 5,358 682
L= =0 ¢ 11 7= = U 1,507 660
o | U 63,952 51,758
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(5) INVENTORIES

Inventories consist of

At December 31, 2000 1999

Spare parts, CableS anNd SUPPIIES........cvueuereirreirrr et 2,261 2,732
MEICINANDISE. ...ttt b bbb e 41,914 70,384
TOMA ettt R R R R R et e renen 44,175 73,116

(6) INTANGIBLEASSETS

Intangible assets consist of:

At December 31, 2000 1999
WITEIESS [ICENSES. ... ..t e br e 476,068 303,692
Patents and proprietary teChNOIOQY ..ot 16,502 6,491
GOOOWI L.ttt bbbt 17,690 1,772
ONES .t p et 5,307 3,744
TOtAl INANGIDIES ... 515,567 315,699
Less accumulated @MOITi ZALTION. .........cveereeereereeeeeieieier e (100,180)  (75,080)
NEL TNEANGIDIES ..ot 415,387 240,619

Amortization expensewas€ 25,410, € 21,412 and 21,197 for the years 2000, 1999 and 1998, respectively.

The licenses are recorded at cost and amortized on a straight-line basis over the estimated useful life. In
November 2000, Mobilkom purchased a UMTS license during the Austrian Government's auction process with a
term of 20years for € 171,540. Mobilkom obtained an intercompany loan from TFG to finance this purchase as
disclosed in note (10). Amortization over the useful life will begin once the network is constructed and the asset is
ready for commercia use and sale.

The Company holds licenses to operate as a mobile telecommunication service provider from the Austrian
and the Croatian Communication Commission. The license from the Croatian Government, granted for 10 years, was
acquired for € 13,672 in 1998. The Croatian Government is obligated to refund part of the payment if an additional
competitor is allowed to operate on the Croatian market before 2003.
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(7) PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment transferred to the Company by the government was recorded upon transfer at
cost less accumulated depreciation as of that date. Acquisitions since that date have been recorded at cost.

At December 31, 2000 1999
1= 0o T 1,483 130
Buildings and |easehold iMmprovEMENES ..o e 25,676 13,029
Communications network and other eqUIPMEN ...........ccoeeerrrers e seseeeens 929,053 684,619
SOFEWAIE ... ettt ettt st e e et e et eae e s e sbs e e eseesesaesseasesseseesbensessessensensensensesesseeaessentenns 129,277 86,457
Construction in Progress, NEWOTK...........ccvorreieerererseee s sesnseneens 68,437 51,259
1,153,926 835,494
Less accumulated depreciation and amoOrtiZatiON.............ovverevererereneneeeeeeereeree s (400,923) (254,256)
Property, plant and eqUiPMENE, NEL............cccovireieee e 753,003 581,238

Depreciation expense was € 149,032, €99,351 and € 81,313 in 2000, 1999 and 1998, respectively. These
amounts include amortization of software totaling €23,561, € 12,902 and €6,672 in 2000, 1999 and 1998,
respectively.

(8) SHORT TERM BORROWINGS

The Company's short-term borrowings include:

At December 31, 2000 1999

Current portion Of [ONG-terM AEDL ...........ceiereerer e 72,557 34,256
[ g T-SX 0 0x (=0 [ T 0 54,663
Current portion Of 1€8S2 0Dl IGALIONS...........cvrrierrerr e e 18,645 0
o | U 91,202 88,919

The weighted-average interest rate on lines of credit was 3.843 % in 1999.

(99 DEFERRED INCOME

At December 31, 2000 1999
UNBAMNEA INCOME.......eecteeee ettt ee e e e et s te e stesaestestesesbe st esesbessesesbessesesteas eesesseeneesesseensensensens 61,530 37,173
Unamortized balance on Sale of taX DENEFILS.... ..ottt 17,047 18,473
I = 78,577 55,646
AN T To 4 =1 o X o o T (15,621) (17,047)
L@ = 1 8 07 1 1o O 62,956 38,599

Additional information concerning the sale of tax benefits is contained in note (11) Leasing.
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(10) LONG-TERM DEBT

The outstanding long-term debt, other than lease obligations are summarized bel ow:

At December 31, Maturity 2000 1999
BanK DL ..ot 2001-2008 242,771 231,616
Long-term financing with Telekom AUSITTA........ccovrrrerrreeeeeeeeeeennas 2005 218,018 0
ONES . e 2001 42,605 21,963
503,394 253,579
Less current portion of 1ong-term debt...........ccovrreieins s (72,557) (34,256)
Long-term debt, net of current POrtioN.........ooeceeevevererescerere e 430,837 219,323

Bank debt balances of € 149,423 and € 178,419 at December 31, 2000 and 1999 are subject to guarantees by
the Federal Republic of Austria.

In October 1999, a subsidiary entered into a senior debt facility consisting of an Austrian Export Credit
Agency loan in an amount of €77,628 and a loan provided by the European Bank for Reconstruction and
Development and the Nordic Investment Bank in the amount of € 42,372. These loans were granted to finance the
expansion of VIP Net on the Croatian market. The debt bears interest ranging from 6.33 % to 8.63 % and 4.78 % to
7.08 % in 2000 and 1999, respectively; commitment fees are incurred at 0.5 % payable quarterly on the undrawn and
uncancelled commitment. VIP Net had unused long-term credit lines of € 46,059 as of December 1999.

The Company has granted certain sureties over the assets of VIP Net in support of the facility arrangements.
In accordance with the senior debt facility agreement, VIP Net is required to maintain certain financia ratios, which
were met for 2000 and 1999.

In February 2000, Vip Net's minority shareholders granted a credit line up to € 22,025 of which €4,320 have
not been drawn as of December 31, 2000.

The year end interest rates for the long-term debt excluding interest rate swap agreements for 2000 and 1999
are asfollows:

2000 1999
BANK [0BNS......coveictetetitei e st R bR 6.04% 574%
Long term financing With TEl€KOM AUSEII ... 519 % 0%

Following is a table that shows the aggregate amounts of long-term debt maturing during the next five years
and thereafter:

2001 e 72,557
2002......coceeeeieeee e e 2,329
2003...... e e 60,366
2004 ... 63,881
2005...... e e 243,076
THhereafter ... 61,185
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(11) LEASING

Operating leases

The Company leases equipment used in its operations which are classified as operating leases. The lease
contracts expire on various dates through 2005.

Future minimum lease payments for noncancelable operating leases and cross border leases as of
December 31, 2000 are;

Cross Operating
border leases
leases
2400 OSSO 18,645 10,814
2002....cecueereteeteeres ettt ARt 19,790 10,597
24002 F TSRO 19,962 10,393
2004 ...ttt R bbbt 21,726 10,155
2005....c.ceeeeeeetees ettt R R bbbt 22,348 10,053
BILEE 2005 ......veiriereeerercee e bbb 289,052 0
Total MiNiMUM [€8SE PAYMENES ......covveeeeere st see s e e sessesenenens 391,523 52,012
Less amount represSenting iNEEIESE ........cv et (157,920)
Present value Of 1€8S8 PAYMENES ..o 233,603
LSS CUITENE POITION.....cuiuevrereiaieererresesseseieiereie e (18,645)
NON-current 1€ase OblIGaLiONS.........cceirirreeeerer et 214,958

Total rent expense was € 33,885, € 21,876 and € 10,787 in 2000, 1999 and 1998, respectively.

Crossborder leases

In 1999, the Company entered into cross border lease transactions whereby certain equipment items (mainly
transceiver stations, base station controllers and location registers) were sold to four U.S.-based trusts and leased
back over certain terms. At the same time, the Company entered into Payment Undertaking Agreements ("PUA™)
with a different counter-party where the counter-party agrees to make lease payments on behalf of the Company in
exchange for a deposit. The counter-party in the PUA received upfront payments equaling € 198,822 for the debt
assumed. The difference between the proceeds and the present value of the future minimum lease payments
represents a gain on sale of a tax benefit. The net cash effect in 1999 resulting from these transactions related to the
total gain from the sale of the tax benefit and totaled € 18,774. The Company is amortizing this difference over the
term of the lease. The cash deposited (recorded as an other asset) made in connection with the PUA contracts and the
lease obligation are recorded separately on the balance sheets in the amount of € 233,603 and €201,575 as of
December 31, 2000 and 1999, respectively, as the Company has not been released from its obligation under the lease
and a legal right of offset does not exist. Accordingly, interest income and epense totaling € 16,008 and €2,753
have been recognized in 2000 and 1999, respectively.
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(12) DEFINED CONTRIBUTION PENSION PLANS

Pension benefits are generally provided by soda security for employees and by the government for civil
servants in Austria. The Company is required to assist in funding the Austrian government's pension and health care
obligations to the Company's current and former civil servants and their surviving dependents. The Company is
legally obligated to make annual contributions to the government of 27.5% until September 30, 2000 of the
compensation of active civil servants (including contributions from the civil servants). The contributions to the
government were increased to 28,3 % beginning October 1, 2000. The Company has no additional obligation.
Contributions to the government, net of the share contributed by the civil servants, was € 2,766, € 2,697 and € 2,404
in 2000, 1999 and 1998, respectively.

(13) STOCK BASED COMPENSATION

Stock option plan

On October 4, 2000, the shareholders of Telekom Austria approved a stock option plan. Based on that
approval Mobilkom formed a separate stock option plan which is a mirror plan to Telekom's plan. Under this plan,
the Company may grant atotal of 854,633 options, each of which entitle eligible grantees upon exercise of the option
to receive at their choice either cash equal to the difference between the average quoted price of Telekom Austria
stock during the five trading days preceding the exercise and the IPO price of €9, or shares at an exercise price of
€9. One option is convertible into one share. The options granted may be exercised on specific dates between
May 31, 2002 and February 27, 2004 as long as the average share price during the five days prior to exercise exceeds
the initial public offering price by 30 % or more. Mobilkom will recognize compensation expense over the
applicable service periodsif the performance hurdles are met.

On November 21, 2000 the Company granted al 854,633 options, al of which are outstanding as of
December 31, 2000.

As the stock option plan is accounted for in accordance with APB Opinion25 and related interpretations, the
amount of the liability is measured each period based on the current stock price. As the stock price as of
December 31, 2000 does not meet the hurdle, no compensation expense was recorded in 2000.

For the American call option purchase to cover the abligation in connection with the stock option plan see
note (15).

Stock purchase plan

OIAG, the sdling shareholder of Telekom Austria, approved a stock purchase plan for employees of
Telekom Austria and its subsidiaries in which Telekom Austria has at least a 50% interest. Under the stock purchase
plan, each digible employee was alowed to purchase shares worth up to € 1,817 (25,000 Austrian schilling) at a
total discount of 45% from the offering price made up of the 5% Austrian retail discount and an additional 40 %
employee discount if they purchase at least € 654 (9,000 Austrian schilling) worth of shares. The maximum benefit
to each employee was €727 (10,000 Austria schilling) which must be refunded to OIAG if the employee sdlls the
shares before January 1, 2003. The Company reported for 2000 a capital contribution by OIAG of €728 and
compensation expense in the same amount.
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(14 INCOME TAXES

Income before income taxes, minority interest and extraordinary items is attributable to the following
geographic locations:

2000 1999 1998

AAUSETTBL ettt 246,359 243,764 271,031
Croatiaand LiEChEENSIBIN........c.coveviiereiereiieeeesre s (2,055) (29,713) (1,763)
TOMA et 244,304 214,051 269,268

Income tax expense (benefit) attributable to income before taxes, minority interest and extraordinary items for
the years ended December 31, consisted of the following:

2000 1999 1998

CUITENE (AUSITI) ...t et 59,597 63,163 68,595
Deferred
AAUSITIBL. oottt ettt bb bbb bbbt s e 14,704 13,627 19,468
Croatia and LIEChIENSIEIN.........c.cvuieiereiereiereeseeee e s 1,733 (8,492) (613)
16,437 5,135 18,855
TOBl et 76,034 68,298 87,450

The Company is subject to income taxes in Austria at a rate of 34 % of taxable income. The following table
shows the principal components for the difference between the effective income tax rate and the Austrian statutory
income tax rate based on income before income taxes, minority interest and extraordinary items:

2000 1999 1998

INCOME taXx &t SLALULONY FaLE.......c.coveerreerieeree ettt 83,063 72,778 91,551
Foreign tax rate differential ... s 646 (297) (18)
TAX-TTEEINCOIME......cuiiiieeciereiet ettt bbb (14,682) (5,329) (4,109)
Permanent diffErENCES .........eoveeeeeeeeeeeeee ettt seae et et s teseeseeeens 1,344 1,936 26
Change in taX rate iN CrOalia........coverererrerereeieeee e e se e sesesanens 5,089 0 0
(1 1= T 574 (790) 0
L L= o YT g o0 g T 7= O 76,034 68,298 87,450
EffeCtiVe INCOMELAX TALE .......cveceeeeeeee ettt ettt ae e eneann 31.12% 3191% 32.48%

Tax-freeincome mainly comprises investment tax credits.
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The tax effects of temporary differences that give rise to deferred tax assets and liabilities at December 31 are
asfollows:

2000 1999

Tax assets

GOOOW L.ttt 162,372 179,000

ACCOUNES TECEIVADIE. ...ttt ettt et eseaeste st e e e e enseseeseeasssestessesaessesaeenesneens 2,097 1,239

Net operating 0SS CATYTOIWEIT...........ovvvirerereri s 4,111 8,155

Employee benefit OblIgation..........cocviiiereie e 909 732

L@ 11 SO TSSOSO ST TP ST RTTTRTPPRPRTON 8,238 27
012 o L = = 0 =)= o = £ 177,727 189,153
Tax ligbilities

Property, plant and @QUIPMENT ... (1,477) (2,052)

ACCIUEH [TADIHTTIES.......ecvtetceeteer bbb (477) (2,247)

UNEBXEO FESEIVES.....c.cuvieeieiereier ettt ir et st b bbb sttt et (445) (345)

ONES <. AR R Rt na (8,348) (11)
Total deferred tax l1aDilitIES.........cvceeee e e s (10,747) (4,655)
INEL AEFEITEH TAXES ...ttt 166,980 184,498

At December 31, 2000 and 1999, the Company had approximately € 21,628 and € 23,300 respectively, of loss
carryforwards in Croatia and Liechtenstein with an expiration period of five years.

In assessing the recoverability of deferred tax assets, management considers whether it is more likely than not
that al the deferred tax assets will be realized. The ultimate realization of deferred tax assets is dependent upon the
generation of future taxable income during the periods in which those temporary differences become deductible.
Management considers the scheduled reversal of deferred tax liabilities and projected future taxable income in
making this assessment. Based on the level of historical taxable income and projections for future taxable income
over the periods in which the deferred tax assets are deductible, management believes it is more likely than not the
company will realize all the benefits of these deductible differences.

(15) FINANCIAL INSTRUMENTS

The Company enters into various types of financia instruments in the norma course of business including
derivative financial instruments, for purposes other than trading.

By their nature, al such instruments involve risk, including market risk and credit risk of nonperformance by
counter-parties, and the maximum potential loss may exceed the amount recognized in the balance sheets. However,
at December 31, 2000 and 1999, in management's opinion the probability of nonperformance of the counter-parties
in these financial instrumentswasremote.

Credit risk

The Company monitors its exposure to credit risk. The Company does not have any significant exposure to
any individual customer or counter-party, nor does it believe that there are any other major concentrations of credit
risk, relating to any financial instruments other than noted under section concentration of credit risk in significant
accounting policies.
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The Company does not require collateral in respect of financial assets. In order to reduce the risk of
nonperformance by the other parties to swap agreements, the contracts are subject to the International Swap Dealers
Agreement.

Market risk

The market risk is monitored by using value at risk models for interest rate risk for the long-term debt and
derivative portfolio.

Interest rate swap agreements

The Company entered into interest rate swaps to reduce the aggregate exposure to changes in floating interest
rates of the debt portfolio. Fixed interest rate payments as of December 31, 2000, are based on 5.71 %. Floating-rate
payments are based on rates tied to different Inter-Bank Offered Rates.

The following table indicates the types of swaps in use at December 31, 2000 and 1999, and their weighted-
average interest rates and the weighted-average remaining terms of the interest rate swap contracts. Average variable
rates are those in effect at the reporting date and may change significantly over the lives of the contracts:

2000 1999
Variableto fixed swapsin Euro
[N Lo 1T ] 7= = 41010 1| T 15 SO 36,336 36,336
AVEIGE FECEIVE TALE........ueereeetieteeetetetet ettt sttt s bbb bbb ee e ne sttt et b bt en e 418% 352%
AVEFAOE PEY FBLE........cceeeeeirererrerierere ettt se s e e s s ne e eer e e s e p s neas s e rns 571% 571%
AVEIA0E MBLUNITY 1N YEBIS....c.cuiiieeiereiereteieesieesi sttt ses ettt st enena 3.3 4.3

The notional amounts of the derivative instruments above do not represent amounts exchanged by the parties
and, therefore, are not a measure of our exposure. The Company's exposure is limited to the fair value of the
contracts with a positive fair value plusinterest receivable, if any, at the reporting date.

American call option

On November 21, 2000 Telekom Austria purchased 854,633 American call options acting as an agent for
Mobilkom for a premium of €2,794. The expiration date is February 27, 2004. The underlying share of the
American cal option is the share of Telekom Austria AG. The strike and execution price of the call optionis€9 and
settlement is either physical delivery of the shares or cash, at the request of Telekom Austria. The American call
option will be used to satisfy any obligation resulting from the stock option plan of Mobilkom. The American call
option isrecorded at itsfair value of €1,353 in other current assets.

Fair value

The fair value of afinancial instrument is the price at which one party would assume the rights and/or duties
of another party. Fair values of financia instruments have been determined with reference to available market
information at the balance sheet date. Considering the variability of their value-determining factors, the fair values
presented herein may not be indicative of the amounts that the Group could realize under current market conditions.

F-56



MOBILKOM AUSTRIA AG

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(All amountsin € '000s omitted)

The following table summarizes the fair values of financial instruments:

2000 1999

Carrying Fair Carrying Fair

amount value amount value
Cash and cash equIValENtS.........ccoovveeeeerrreeerer e 36,988 36,988 72,491 72,491
ACCOUNES TECAIVADIE ...t 191,297 191,297 194,578 194,578
Receivables due from related parties...........cocovverenenercrenenns 46,129 46,129 54,090 54,090
ACCOUNtS PAYADIE.......coeerirerereri st (184,549) (184,549) (160,187) (160,187)
Payables due to related parties........cccovovvveeeenerrereenerereeeene (63,952) (63,952) (51,758) (51,758)
[0 aTo R (= 111010 (= o] T (430,837) (432,739) (219,323) (223,466)
Interest rate SWap agreEMENTS........ccoovrrereeeerererereeseresreesenens 0 (1,902) 0 (1,945)
American call OpLioN........cco e 1,353 1,353 0 0
(16) REVENUES
Year ended December 31, 2000 1999 1998
REVENUES FrOM SEIVICES.......vviiiiie ittt 1,319,405 1,058,978 858,146
Revenues from sales of merchandiSe.........cocccvvveeeeeiiiciiveeeee e, 180,673 183,387 55,002
I = T 1,500,078 1,242,365 913,148
(17) OTHER OPERATING EXPENSES
Year ended December 31, 2000 1999 1998
INEErCONNECHION TEES ...ttt eaesaesteneeseeneens 148,414 103,435 71,713
L 7= £ TR 27,614 20,579 19,252
VI 0= Y (= o= 1Yo [P 181,643 146,204 119,063
AdvertisSing and MarkeliNg ........ccoveeeeererreeen e s 119,465 86,532 50,060
RENEI EXPENSES .....cvieeeeieeeiririrressesere s s se s sss st s sess s snesesesesesesssssssssssssssnnns 33,885 21,876 10,787
COMMISSION EXPENSES ....cuereeeeereererereeseesesessesesesesessssesesesesessessssessssessnsssssesssssssesenes 49,515 70,121 40,439
Bad debt Charges to EXPENSES .........ccerrirerr e 25,364 21,095 7,331
Legal and other CONSUITING ......ccoviveueeie e 14,052 14,459 13,060
Charges from related Parties.........cccoveeererererreeere s 1,168 2,791 359
TrEAINING EXPENSES .....eveeeteeiereseeteeeseseesesesesesesseseesessssesesssssnsssesesssssssesesessssssssesesnes 3,375 3,968 2,667
LI Y TS 0= 1= 2,919 2,366 2,366
(147 56,093 56,843 33,849
I = T 663,507 550,269 370,946
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(18) OTHER INCOME/EXPENSE - NET

Year ended December 31, 2000 1999 1998
FOreign eXChange 10SSES........c.cviiuiriiieiereie e (48,410) (4,172) (687)
FOreign exchange gaiNS.........ccccreiieieieieien e 49,814 1,611 250
L 0SS from retiremMent Of @SSELS.........cccveereeieieieiereeren e enesenene (1,080) (3,423) (19,017)
Write off American Call OptioN..........cceveiirir s (1,441) 0 0
ONES et 2,957 4,357 1,751
TOMA et 1,840 (1,627) (17,703)

(19) EXTRAORDINARY ITEMS

The Company recorded extraordinary losses of €1,343 and € 542, net of tax of € 692 and € 280 in 2000 and
1999, respectively. In 1999, amounts relate to the early redemption of long-term debt with a carrying amount of
€21,802. The amount in 2000 relates to an accrued loss representing management's commitment to contribute
€ 2 million to the Austrian fund for forced labor victims who were forced laborers between 1938 and 1945 and have
raised claims against Austrian industry. In response to these claims, the Parliament of the Republic of Austria and
representatives of Austrian companies have set up a fund to settle these clams. Management believes that the
amount accrued represents the best estimate of the amount of loss.

(200 COMMITMENTSAND CONTINGENCIES

In the normal course of business the Company is subject to proceedings, lawsuits and other claims, including
proceedings under laws and regulations related to interconnection. Such matters are subject to many uncertainties,
and outcomes are not predictable with assurance. Consequently, management is unable to ascertain the ultimate
aggregate amourt of monetary liability or financial impact with respect to these matters at December 31, 2000. These
matters could affect the operating results of any one quarter when resolved in future periods. However, management
believes that after final disposition, any monetary liability or financial impact the Company beyond that provided for
at year-end would not be material to its annual consolidated financia statements.

(21) SUBSEQUENT EVENTS

On February 27, 2001, Mobilkom purchased through intermediate subsidiaries 75 % plus one share of
SI.MOBIL d.d., Ljubljana (SI.MOBIL), a mobile communication provider in Slovenia with 15 % market share and
approximately 155,000 customers, for €141.4 million in cash plus assumption of the seller's shareholder loan
totaling € 3.7 million. The purchase of the remaining 25 % less one share is set to occur until February 2002 for a
fixed price of €42.8 million subject to certain contingent requirements. Subsequent to closing, Mobilkom committed
itself to providing SI.MOBIL with a shareholder loan totaling €12.2 million, €8.2 million of which was paid to
SI.MOBIL immediately.
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In the first Quarter 2001, the shareholders approved the transformation of "Mobilkom Austria AG" into a
Limited Liability Partnership, "Mobilkom Austria AG und CoKG". As the application relating to the change in tax
status was filed with the Companies Register prior to March 30, 2001, it will be effective for tax purposes as of
June 30, 2000 and will result in Mobilkom no longer being a taxable entity. As the Company's tax results will be
reported in the tax return of its partners, all deferred tax assets and liabilitieswill be charged into tax expense.
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