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Independent Auditor's Report

The Supervisory Board and Stockialders
Telekom Ausira Akticngesel s:halt

We B audiied the aceomponymg cotsolideied balece dhesss of Telekom  Austria
Aktiengesellschall and sbsdsnes as of December 31, 200 and 2002, and the related
consslicared statements of imeome, sockiolders’ oquity mnd comgrehensive ineone, asd cash
fluss For the vears then ended. These eonsolilated financinl sisements ere the responsibilin of
the Company s mEnagement.  Dur responsibalicy is o express mn apinson on thess consnbidzied
finunciml siniemesis based on our sudie We did not mudit the fencial gatements ofmobillkom
musiria. Al & Cp EG ond nobilkom susrian AG and subsidiories (collect vely “mobilkom ™),
whilly=owned censolidated subsidiaries (74.999% ownsd unconsolideied subsidiories from
Jamuary 1, 2002 4o JTane ZE, 2002} whoess minl assets =s of December 110 B3 and 2002
emeliiube 35,6 prncent mnd 32,2 pemcenl of tolal comsolilated asscts and whess nevenues. for the
yoar enided December 31, 303 and for the period hme 28, 3002 w0 December 31, 20412,
rospectively, comstilube 489 percent and 30T percent of toial somsalikied revermes. Thoss
statememis wine mudiiad by oher auditors whise repori has been fumisbed fo ax and our opimon,
il s 1i relaizs e the amsounis meluded for molalkom, {8 besed soddy an e popart of the
other swditors,

We conducted owr auwdit in secordance with auwdhieg stendesds g=nerally secepied in ke United
Sastes of Americe. Those standsrds require thmt we plan and performs the sadit o alisin
reasormbde assurance aboul whether the fimancial staiements are free of matermal mssmiement.
An nudi imclkles examiming, an o test basis, evidenoe suppocang the emounds and disclosures in
the firancial stalements.  Ar andit alse ncludes assessing the accomnting arinciples used ond
sigmificant estimates made by management, & well as evaluzting the overll fnencal siziement
presembation. We believr (hal our saschis and ibe report of the otber ouditors prosnde a reasonable
hasais 0w e pmaon,

Iy aour o partion, baesead o our it and The repom of the other aad ilers, the comsolidaied fnancial
stalements referved in sbove present fhirly, m all materinl mespevis, the fmarcial position of
Telekomn Awsinn dkbengesel schaft and sohsidanes as of Decendber 31, 2008 sl 00T, and the
resualis of their operations aed their cash flows for the years Ben ended in confonomicy with
acommizng pricciples genemby accepied in the United Stales-of Amerion

A discimsed = onote | o che consolidated fimancinl simtements, the Compamy adopted the
pravissens ol Skement of Financial Accoanting Sandards Ko, 143 “Accomnting for Assel
Retmement Obligations™ effective January 1, 2003 and Swiements of Froncal Adccourting
Stambsrade Mo, 181 “Busmes Combinabons” and Noo 142 *Goodwill angd Other Intangible
Asaets” effecrive Doy 1, 2207

KPRl Alpers- Trehend GimbH
Wirtschaftsprilfungs-und Stegerbermiung: gesellschaf

KPH G Hpun - Trasnbawol GanbH

Viemma, Ausina
Murch [0, 2004
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Independent Audilor's Repart

The Supervisory Boan] s Stockhalders
mcdilkoen pustna AG & Co KG opd
e L koen st A

W have suclited the eoesolsdated haliece shests of mobilkoen sustna AG & Co KG and mobilkom austria
ity end subsidanes (colkcbvely "mobilkem®), wholly-opwned cossolidoled sibsdisres of Telekam
Austr Aktiengoacllschafl (74.999% owned unconsolidated ssbaidiarmes from Jeasry 1, 2002 1o June 28,
002), o8 of Decerdber 31, N5 mnd 200, and the relabed consolidated siniemenis af ineome,
stockholders’ equaly and comprihinsive inoome, and &ash Moes B the e en indad Thees
ceman|kletad finmmedal statememts are the responsibility of the Compaey's manzgemend. Cur responsihility
i= 30 express an opmicn i these mmsolidaled financial satemorls bassd on i malits,

Wi condected our audits b sccordimes with suditing standards generally accepted in the Linited Swmtes af
Americn. Thioes stoncards requine thas we plan and perform the audst s obinin ressonable sssuramee ahoot
whether the cormaladsed financeal taterments are free of maierial misswiement. An sudit includes
cxamining, om o es usis, evidepes sopponing the amounts and disclnsures in e finanoial sinlements.
An melt alio includes pscsing the sccombing principbes used and sigeaficant emies made by
munkgemere, of well a5 evoluntmg the overnll financinl sintement presenmbion. W e believe thot oor aodits
provide & ressonshle basis for oursapiios.

In oo opinioe the consalidaled fimancinl satemoety refemed o sxve presenl iy, moall material
regpecis. the fmancil posmon of mobilkom as of December 31, 20003 and X2, and the resulis of is
opisulsons and iz s flews for the yies then ended in conloomity =ik sevounling principles prmally
aecepied in dhe Ungied Stades of America

As discussed in moie 1 ip the oor solidsied fmencal siniements. the Company acopéed the provisions of
Statermsent ¢f Fioancial Adcountieg Standands Mo, 143 "Accounting for Asset Retirement Ohlagatione”
effective Jemuary 1, 1003 mnd Smiements of Fiponcial Accounimg Stmndads Moo 1£4] “Busmess
Cimbinainems” asd Mo, 142 “CGoodwdll and Ocher Titangrhle Adsats'™ dfsctive Taneary 1, 24

{=unt Tharmion
Wirschaltaprilngs-cnd Sieuerbarsiungs-GinbH

Giond Thorole

“iemmno, Aasinn
Fehrusry 12, ZiHK



Independent Auditors’ Beport

The Supervisory Hoard and Stockholders
Telekom Austria Aktienpese] schaft:

We have audited the accompanving consohdated balance sheet of Telekom Austna
Aktiengesellschali and subsidiaries as of December 31, 2001, and the related conschidated
statement of moome, stockholders” equity and comprehensive income, and cash flows for che year
then ended. These consolidated fnancal statements are the responsiblity of the Company's
management,  Cur responsibility is to express an opinion on these consolidated financial
statements based on our audits,

We conducted our aedit in eecordenee with auditing standords generally aceepted m the United
States of America. Those standards require that we plan amd perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstztement.
An pudit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the finamcial statements. Am avdit also mcludes aszessing the accounting principles used and
significant estimates made by management. as well a8 evalunting the overall financial smiement
presentation. We believe that our audit provides a reasomable basgis for sur opinion,

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial pesition of Telekom Austria as of December 31, 2001, and the
results of its operations and 1t cash fOows for the year then ended in ¢onformity with accounting
principles generally accepted in the United States of America,

Grant Thornton — Jonasch & Plateer EPMG Austrio GmbH
Wirtschafispritfungs-und Steverberatungs-OHG ~ Wirtschafisprifungs-und Steverberstungsgesellschaft

e N L R e

Vienna, Austria
March 20, 20d032
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TELEKOM AUSTRIA AG
CONSOLIDATED BALANCE SHEETS
(in EUR '000s, except share information)

December 31, December 31,
Notes No 2003 2002
ASSETS
Current assets
Cash and cash eqUIVALENLS........c.coeueviiiiiriiiiinec ettt 201,926 27,337
ShOrt-term INVESTMENES. .......ecviiveieeeeteeeeeteete ettt ettt eereeaeeete et e eteeeaeeseestesteesseeseeaseereesseeneans 6,867 5,327
Accounts receivable - trade, net of allowances of EUR 92,238 and EUR 74,945 5)
as of December 31, 2003 and December 31, 2002..........cceeveeveereeeeeieiieeeeeeeeeeae. 559,872 451,934
Receivables due from related parties... (6) 1,549 6,723
INVENtOries.....oveveeereerereeeeierenenne 7) 83,535 91,261
Deferred tax assets (18) 45,633 4,657
Prepaid expenses... 91,177 81,935
Taxes receivable... 9,739 22,829
Assets held for sale... 5,560 30,512
OtRET CUITENT ASSELS.....cuviieeieeeree et eee ettt e e ee e e e et e eeaeeeteeereeeereeeaseeenseesaseeereeeaneeas 118,963 142,743
TOTAL CURRENT ASSETS.....oiiiitieeeeeieie ettt ettt ev e enes 1,124,821 865,258
Property, plant and €qUIPMENE, NET.......c..eveiriiriiierieieeeteete ettt seeeenes ) 4,457,666 5,000,659
GOOAWILLL ...ttt ettt ettt ettt et eae s et eae e e eae s eas e s enses e et e ssenseseeaeessesensene ®) 597,577 590,727
Other INtangible SSELS, NEL........cveirtirierieietiete ettt ese ettt es et b e se e seseereseeneas ®) 711,988 725,893
InvesStments 1N AffIHALES. .....ceerviieieirieetere ettt e 3) 3,555 8,642
OthEr INVESTIMENES .....vviieiiiericeeteeeeeeeee et ettt eee e et e e ete e e e e eaeeeetaeeeteeeereeeaseeesaeeereeeeseeenresesseenseeenreeans 143,630 162,682
DETEITEA tAX ASSEES...cuviiieieeeieetee ettt e ettt ee e et e et e et e eaeeeeeeeteeeteeeteeenseeeaeeeresenseenaaeenneeas (18) 94,349 193,414
OBRET ASSEES.....uvieivieeeteeetee et ettt e e et e e et e et e e ae e et e e eteeeraeeenteeenteeeaeeeaseeenseeentesereeeereeerreennreanns 762,679 987,063
TOTAL ASSETS ...ttt ettt ettt st ss st seesaesessensens 7,896,265 8,534,338
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
ShOTt-tEIT DOTTOWINES. .....evietereeieiieteee sttt ettt ettt s bt eeese e e seeneseesense e enenes (10) 631,321 1,309,905
Accounts payable - trade........c..eeeirerieieeiee e 589,368 649,890
ACCTUCA HADIIIHIES. ...ttt ettt sre b saebe e e sbensenens (11) 231,778 256,790
Payables t0 related Parties..........covueeririeirieerenieie ettt 23,657 37,198
DEferTed INCOME. ......euveeieiietiticiecieitete ettt ettt se et st e beesesaessesseneeneasas (12) 150,378 129,963
INCOME tAXES PAYADIE ....cueuviviriiiniieieitee ettt sttt st 7,650 6,077
Other current Habilities. .........ooievuieriiiiiiieicere ettt ettt e ee et eaeeae s eaeas 155,563 141,210
TOTAL CURRENT LIABILITIES.......coooteieeieieieiiieieseees et eeve v 1,789,715 2,531,033
Long-term debt, net of CUrrent POItioN........c.coueueeiereirieeieiei ettt (14) 2,342,288 2,079,885
Lease obligations, net of CUITENT POITION......c.coveueuieieiiirietiieiei ettt sttt ettt eeens (15) 861,300 1,076,354
Employee benefit ODLIZAtIONS. .........cerieueiririirinieiieeri ettt (16) 155,960 232,529
Other liabilities and deferred INCOME ...........ccoovvieuieiieiiiicreeee ettt ens 107,629 104,997
Stockholders' equity
Common stock, issued and outstanding shares 500,000,000
With ZET0 Par VAIUE .....c.ooveiiriiiiiieiiieic et 1,090,500 1,090,500
Additional paid in capital 453,371 452,498
Retained earnings...........occceevevevevenennne. 1,103,867 969,626
Accumulated other comprehensive loss...... . (8,365) (3,084)
TOTAL STOCKHOLDERS' EQUITY ..c.couiiuieiiieiietieieereieee e eve e (20) 2,639,373 2,509,540
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY ....cuviiiiiiiiieeeeieeieeeeeeeseeeeenes 7,896,265 8,534,338

see accompanying notes to consolidated
financial statements
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TELEKOM AUSTRIA AG
CONSOLIDATED STATEMENTS OF OPERATIONS

(in EUR '000s, except share information)

twelve months ended
December 31,

Notes No 2003 2002 2001
OPErating TEVENUES ()....eueevereerereereneriereeserteeesesisteseesesessestesensesensesesseneseenesseneesensesenns 21) 3,969,750 3,118,064 2,659,660
Operating expenses (b)
MALETIALS. ...ttt e et (297,084)  (196,434) (71,908)
Employee costs, including benefits and taxes..........cccoceeveerrccrcineninccinennnne (699,348)  (600,718) (619,080)
Depreciation and amortization.............ecveeerereerenireneereieeseneree e eeeens (1,133,148) (1,016,312) (904,075)
IMPAIrMEnt ChATZES.....co.eivieieiiieiitctee ettt ) (6,825) (41,871) (145,126)
Other OPerating EXPENSES........ccevevveueuerirueuererereriererenesreseeseseseeseesesesesesensseaens (22) (1,463,521) (1,205,354)  (1,153,930)
OPERATING INCOME ...ttt 369,824 57,375 (234,459)
Other income (expense)
TNLEIESt INCOME (C)..vveurenietiiertieieeiieie ettt ettt st ettt evee e abeseenbesaeee 75,167 88,191 82,683
Interest expense (d) (230,979)  (244.,628) (240,986)
Equity in earnings of affiliates..........cccoeveeerievcnieineiiniinencrescecececeenne 19,112 140,543 195,450
OthET, MOttt (23) (567) 2,330 (2,756)
INCOME BEFORE INCOME TAXES, MINORITY
INTERESTS AND CUMULATIVE EFFECT
OF CHANGE IN ACCOUNTING PRINCIPLE............ccccccenununrnunnes 232,557 43,811 (200,068)
Income tax (eXpense) BENEfIt ........cccevueeriiireiriiiniceeciee e (18) (83,036) (26,112) 94,913
MINOTIEY TNEETESES ...vviuverieteiiteneeteeirie sttt sttt sttt et et e b seenese e enesebeneens (3,422) (4,910) 530
INCOME BEFORE CUMULATIVE EFFECT
OF CHANGE IN ACCOUNTING PRINCIPLE...........ccccccceninuneucnnes 146,099 12,789 (104,625)
Cumulative effect of change in accounting principle, net of tax of EUR 6,071...... (13) (11,858) - -
NET INCOME ......ccciiiiiiiiiiiiieinienete e 134,241 12,789 (104,625)
Basic and fully diluted earnings per share.............ccoccoeveineniniinieniinnenceeeeees 0.27 0.03 (0.21)
Basic and fully diluted earnings per share excluding
cumulative effect of change in accounting principle..........ccccovvveeerevenieennn, 0.29 0.03 (0.21)
a)  includes revenues from related parties of ........c..cccoeveviininncincncinicene 89,506 147,990 293,459
b) includes operating expenses from related parties of ..........cococvcevveiieerecnn, 128,694 192,153 314,769
¢) includes interest income from related parties of ..... 1 4,992 17,619
d) includes interest expense from related parties of 30 938 749

see accompanying notes to consolidated

financial statements
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TELEKOM AUSTRIA AG
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in EUR '000s, except share information)

twelve months ended

December 31,

Notes No 2003 2002 2001
Cash generated from operations
Net income 134,241 12,789  (104,625)
Adjustments to reconcile net income to cash
generated from operations
Depreciation, amortization and impairment charges ...........cccoeeeveeeeneeneennes 1,139,973 1,058,183 1,049,201
Write-0ffS from INVEStMENTS. ..........cceiviiiiieiiciieieeeeeeeee et 2,840 - -
Employee benefit obligation - non cash.............cccceeivnnniiiinniiiiiceceee 307 (49,840) 3,145
Allowance for doubtful aCCOUNTS..........civievieeieerieirieiieere e 5) 30,629 39,184 14,818
Change in deferred tAXES. ... ..eviveiriirieiieieieiet ettt st 59,241 33,498 (94,969)
Equity in earnings of affiliates less than (in excess of) dividends received....... 1,027 (45,801) (80,731)
Asset retirement obligation - aCCretion EXPenSe..........o.eveeeeerrreeueerereruerercrennenenes 1,336 - -
Cumulative effect of change in accounting principle, net of tax...........cccccce.... (13) 11,858 - -
(Gain) Loss on sale of iNVEStMENLS.........ecivvirieerienieieietieieeneneieneeeeeeeeee e (17,903) 195 -
Loss on disposal / retirement of eqUipment...........cccoveevveeeeneenieneeeeeeeeenenes 41,571 17,280 38,922
ORI, ...ttt ettt ettt ettt n e enenes (660) - -
1,270,219 1,052,699 930,386
Changes in assets and liabilities, net of effect of business acquired
Accounts 1€CeIVAbIE = trAdE........ccvieviiiiiiii e (140,331) 175,522 24,401
Due from related Parties.........oooveerirrereeirerieinieiieciee sttt 5,813 3,759 69,050
TIVEILOTIES. ...eevveceeeeee ettt ettt et e vt et e e et e e s e e teeete et aeenseenseans 5,765 6,052 19,030
Prepaid expenses and other assets............ococciieieieiiiinieccce e 71,506 (9,020) (56,442)
Accounts payable = trade.........cceveerieeeinieieieeee s (58,944) 10,979 (85,734)
Employee benefit Obligation............cccuecuiiiiiiiiiniiiccieeceecee e (76,649) (102,565) (73,592)
ACCIUC HHADIIIES. ¢ . .vevveeeiiriiec et (23,487) 3,881 (54,414)
Due t0 related PATTIES.....c.evveveeerieieiiieieet ettt ens (13,358) 17,088 3,830
Other liabilities and deferred iNCOME............c..ccceeevieeiecrieciececeeeeeeee e 45,100 230 170,490
(184,585) 105,926 16,619
Cash generated from operations 1,219,875 1,171,414 842,380
Cash from investing activities
Capital expenditures, including interest capitalized.............ccocoeeuiviineiinnnccncnnen, (599,684) (560,742)  (459,039)
Acquisitions and investments, net of cash acquired............ccceceverirerieineiinenieinens (85,989) (665,128) 4,759)
Sale of subsidiary, net of Cash............ccccciiiiiiiiiicce e 205 - -
Proceeds from sale of equipment..... 17,300 49,819 12,106
Purchase of investments - short-term.. (79,750) (1,629) (2,790)
Purchase of investments - long-term... (601) (1,107) -
Sale of American call options...... 957 2,609 -
Proceeds from sale of investments - short-term... 80,108 6 8
Proceeds from sale of investments - 10NZ-1ErM..........ccecevvivirerieineiriieeeeeeeseeeine 23,599 225 1,285
Cash used in investing activities (643,855)  (1,175,947) (453,189)
Cash from financing activities
Principal payments 0N DONAS.........cueireeiiriieieiniee st (22,765) (72,673) (61,845)
Proceeds from issuance of long-term debt and bonds...........cccceciveiencrnccninncnecennns 775,948 127,857 -
Principal payments on long-term debt...........cooveeecriniiiiinnneirrcccce e, (385,330) (406,294)  (335,159)
Changes in short-term bank DOITOWINGS.........cerueieeieirieirierieeieesee e (774,644) 237,973 74,968
Changes from financing with mobilkom austria.............cccoeccociiinccinnnnccenes - 114,921 (73,166)
Proceeds from sale of tax DENefits........ccocvvevviiiiciiiiiieiiciecccteeeee e - - 14,547
Cash (used in) generated from financing activities (406,791) 1,784  (380,655)
Effect of exchange rate changes 5,360 3,693 142
Net increase in cash and cash equivalents 174,589 944 8,678
Cash and cash equivalents at beginning of Period............ooceviverieerieineiineeeeseereeeene 27,337 26,393 17,715
Cash and cash equivalents at end of Period..........cccoveiiiriiineiineiiiece e 201,926 27,337 26,393

see accompanying notes to consolidated
financial statements
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TELEKOM AUSTRIA AG

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
(in EUR '000s, except share information)

Balance January 1, 2001
Comprehensive income
Net lo:

Net unrealized loss on securities, net of

EUR 83 deferred income tax...........cccooveeveeeeveeeennn,

Foreign currency translation adjustment..........
Cumulative effect of accounting change, net
of EUR 5,646 deferred income tax.............
Unrealized net loss of hedging activities,
net of EUR 954 deferred income tax..........
Total comprehensive loss

Common stock

Accumulated other

Balance December 31, 2001

Comprehensive income
Net income

Net unrealized loss on securities, net of
EUR 362 deferred income tax
Foreign currency translation adjustment..

Unrealized net gain of hedging activities, net of

EUR (1,386) deferred income tax...........ccceueueuene

Total comprehensive income
Sale of call options, net of

EUR (424) income ta
Balance December 31, 2002

Comprehensive income
Net income

Net unrealized gains on securities, net of

EUR (1,141) deferred income tax.........ccceccevuneeenene
Foreign currency translation adjustment...........c.ccccec..

Unrealized net gain on hedging activities,
net of EUR (1,646) deferred income tax....
Total comprehensive income

Sale of call options, net of
EUR (451) income tax

Balance December 31, 2003

Number of Additional paid Retained comprehensive  Total stockholders'
shares Par value in capital earnings income (loss) equity

500,000,000 1,090,500 451,677 1,061,462 (27) 2,603,612
(104,625) (104,625)

(162) (162)

14,630 14,630

(10,959) (10,959)

(2,102) (2,102)

(103,218)

500,000,000 1,090,500 451,677 956,837 1,380 2,500,394
12,789 12,789

(687) (687)
(6,496) (6,496)

2,719 2,719

8,325

821 821

500,000,000 1,090,500 452,498 969,626 (3,084) 2,509,540
134,241 134,241

2,214 2,214
(10,690) (10,690)

3,195 3,195

128,960

873 873

500,000,000 1,090,500 453,371 1,103,867 (8,365) 2,639,373

see accompanying notes to consolidated
financial statements



TELEKOM AUSTRIA AG
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All amounts in EUR '000s)

(1) THE COMPANY AND SIGNIFICANT ACCOUNTING POLICIES

Description of business, 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 communications services as
well as internet services. The Company also provides services through pay phones and supplies telephones and
technical equipment for telephone communications. These activities are conducted and operated primarily in Austria.

On May 1, 1996, Post und Telekom Austria Aktiengesellschaft ("PTA") was incorporated as the successor to
Post und Telegraphenverwaltung. 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-telecommunications-related
operations of PTA were transferred to different legal entities. The operations remaining related to the
telecommunications business and were named Telekom Austria AG.

Telecom Italia owned 29.78% of Telekom Austria until their sale of 75,000,000 shares on November 4, 2002
in a private placement, thereby reducing its level of ownership to 14.78% as of December 31, 2002 and 2003,
respectively (see note (27)).

The Federal Republic of Austria, through Osterreichische Industrie-Holding AG ("OIAG"), continues to be a
significant shareholder with it’s holding of approximately 47.17% of the voting common stock of the Company. In
July 2003, OIAG issued convertible notes in the nominal amount of EUR 325,000 due in 2006 exchangeable into
25 million existing underlying common shares of Telekom Austria AG. The exchange price has been set at Euro 13
for each Telekom Austria AG share. In addition to the related party transactions described in note (6), the Federal
Republic of Austria authorizes and supervises the Rundfunk und Telekom Regulierungs — GmbH ("RTR"), 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 value added taxes on the Company.

All of the Company's interests in mobile communications business are held through mobilkom austria AG &
Co KG and mobilkom austria AG and its subsidiaries; collectively these companies are referred to as mobilkom
austria.

Prior to June 28, 2002, the Company held a 74.999% interest in mobilkom austria. Due to certain substantive
participating rights held by the minority shareholder, the Company's investment in mobilkom austria was accounted
for under the equity method. These participation rights included significant blocking rights over operating decisions
including operating budgets, capital spending, senior management positions, strategy and dividend distributions.

On June 28, 2002, the Company acquired the remaining 25.001% equity interest in mobilkom austria, thereby
bringing its total interest in mobilkom austria to 100%. Consequently, the Company has consolidated mobilkom
austria effective June 28, 2002. The consolidated statement of operations for the year ending December 31, 2002
reflects the Company’s equity in earnings of mobilkom austria through June 28, 2002 and mobilkom austria’s results
of operations for the period June 28, 2002 until December 31, 2002.
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TELEKOM AUSTRIA AG
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All amounts in EUR '000s)

Basis of presentation

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

The Company has reclassified certain amounts in prior year financial statements to conform to the current year
presentation.

In December 2001, the RTR enacted a regulation that revised the manner in which phone calls that are both
i) initiated and terminated within Austria and ii) require interconnection between multiple networks, are controlled.
Historically, the Company served as a central hub through which all such calls were interconnected based on
agreements in place between the Company and Austrian alternative service providers or mobile phone operators.
Accordingly, the Company would recognize revenue and a trade receivable on the interconnection fee charged to the
provider on whose network the call was initiated and recognize expense and a trade payable to the provider on whose
network the call was terminated. As a result of the new regulation, the Company is no longer a party to such
transactions unless the call either originates or terminates on its network. Had the new regulation been in place during
2001, revenues and expenses in the accompanying consolidated statements of operations would have been lower by
EUR 257,243, all of which relates to the wireline segment.

In September 2003, the Austrian Supreme Court ruled that no contractual relationship exists between value-
added service providers (VASP) and the Company, with the contractual relationship being established directly
between the VASP and the customers. The Company is no longer considered the primary obligor and ceased
reporting revenues on a gross basis beginning on October 1, 2003. Had the ruling been in effect for all of 2003, 2002
and 2001, revenues and expenses in the accompanying consolidated statements of operations would have been lower
by EUR 45,886, EUR 51,206 and EUR 41,386, respectively. Had the enacted regulation been in place during 2001
and the VASP ruling been in effect for all of 2003, 2002 and 2001 revenues and expenses would have been adjusted
as follows:

Year ended December 31,

2003 2003 2002 2002 2001 2001
pro-forma asreported pro-forma asreported pro-forma asreported
Revenues...........cccccoevennnnn 3,923,864 3,969,750 3,066,858 3,118,064 2,361,031 2,659,660
Operating eXpenses ................ (3,554,040) (3,599,926) (3,009,483) (3,060,689) (2,595,490)  (2,894,119)
Operating income.................... 369,824 369,824 57,375 57,375 (234,459) (234,459)

Principles of consolidation

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

Investments in 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. 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 from or paid to the investee are included in consolidated cash flows.
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Cash and cash equivalents

The Company considers cash in banks and highly liquid investments with original maturities of three months
or less to be cash and cash equivalents. Money market deposits with original maturities of more than three months are
classified as short-term investments along with marketable securities.

Marketable securities

Marketable debt and equity securities, other than investments accounted for by the equity method, are
classified 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 available-for-sale securities are included in accumulated other comprehensive income, net of applicable
deferred tax.

Inventories

Inventories consist of merchandise sold in retail shops and material 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, which includes certain costs that are capitalized during the
installation and expansion of the telecommunications network including material, payroll, direct overhead and
interest costs as well as the present value of estimated asset retirement obligations. 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
leases are stated at the lower of present value of minimum lease payments or fair value.

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

The useful lives are:

Years
Transmission equipment 3-20
Cables and wires 10-20
Communications equipment 4-10
Software 3-8
Furniture, fixtures and other 3-8
Buildings and leasehold improvements 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
loss is reflected in other operating expenses.
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Goodwill and other intangible assets

Goodwill and other intangible assets with indefinite useful lives are not amortized, but are tested for
impairment in accordance with SFAS No. 142 at least annually, but also on an interim basis if an event or
circumstance indicates that an asset may be impaired. Other intangible assets with estimable useful lives are
amortized over their respective useful lives to their estimated residual values and reviewed for impairment in
accordance with SFAS No. 144, ”Accounting for the Impairment or Disposal of Long-Lived Asset”.

The goodwill impairment test is a two-step evaluation. The first step requires the Company to compare the fair
value and carrying value of any reporting unit to which goodwill has been allocated. If the fair value of the reporting
unit is less than its carrying value, an indication of goodwill impairment exists and the second step of the impairment
test must be performed. In the second step, the implied fair value of goodwill, determined by allocating the aggregate
fair value of the reporting unit to all identifiable tangible and intangible assets, is compared to its carrying amount.
Any shortfall in fair value compared to carrying value is recognized as an impairment loss.

In each reporting period, the Company is required to reevaluate its decision that an Other intangible asset has
an indefinite useful life. If a nonamortizable intangible asset is subsequently determined to have a finite useful life,
the intangible asset is written down to the lower of its fair value or carrying amount and amortized prospectively
based on its remaining useful life. The impairment test is a comparison of the fair value of the intangible asset with its
carrying value. Any excess of carrying value over fair value is recognized as an impairment loss.

Amortizable intangible assets are stated at cost and are amortized using the straight-line method over their
estimated useful lives, as shown below:

Years
Wireless and wireline liCenses............ccoveeeevveeeeveeeenne.. 10-15
Patents and proprietary rights...........ccceeeevierieneeiennennn. 4-20
SUDSCIIDEr DASE......evviiiieeeiiieeeeeeceeeeee e 6
OtRET ... 10-30

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

Long-lived assets and certain identifiable intangible assets are reviewed for impairment annually at each year-
end and 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 as the amount by which the carrying amount of the assets
exceeds the fair value of the assets. Assets held for sale are reported at the lower of the carrying amount or estimated
proceeds less cost to sell.

Internally developed software

Certain direct and indirect development costs associated with internally developed software, including direct
costs of materials and services, and payroll costs for employees devoting time to the software projects, are capitalized
once the project has reached the application development stage. The 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 and research and development costs are
expensed as incurred.
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Advertising and promotional costs

Generally, advertising and promotional costs are expensed as incurred and totaled EUR 198,362,
EUR 153,737 and EUR 75,368 for the years ended December 31, 2003, 2002 and 2001, respectively.

Research and development costs

Research and development costs are expensed as incurred and amounted to EUR 42,759, EUR 30,338 and
EUR 21,817 for the years ended December 31, 2003, 2002 and 2001, respectively and are classified in the
consolidated statement of operations according to the nature of the expense.

Income taxes

Income taxes are accounted for using the liability method. Deferred tax assets and liabilities are recognized for
the future tax consequences attributable to differences between the financial statement carrying amount of an existing
asset or liability and its respective tax basis and operating losses and tax credit carry-forwards. 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
changes in tax rates is recognized as income 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.

Deferred income taxes on investments in pass-through enterprises are provided on the excess of the financial
statement carrying amount of the investment, including the goodwill within the pass-through enterprise, over the tax
basis of the investment.

Earnings per share

Basic and diluted earnings (loss) per share are computed by dividing consolidated net income (loss) 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, and there were no potentially dilutive securities for any of the periods presented.

Asset retirement obligation

The Company accounts for obligations associated with the retirement of tangible long-lived assets and the
associated asset retirement costs in accordance with SFAS No. 143, "Accounting for Asset Retirement Obligations".
The Company records the fair value of an asset retirement obligation as a liability in the period in which the legal
obligation associated with the retirement of a tangible long-lived asset is incurred. An amount equal to the initial
obligation is recorded as an increase to the carrying amount of the related long-lived asset and depreciated over the
remaining useful life of the asset. The liability is adjusted at the end of each period to reflect the passage of time and
changes in the estimated future cash flows underlying the initial fair value measurement.
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Employee benefit obligations

The Company provides retirement benefits under defined contribution and defined benefit plans.

In the case of defined contribution plans the Company pays contributions to publicly or privately administered
pension insurance plans on a mandatory or contractual basis. Once the contributions have been paid, the Company
has no further payment obligations. The regular contributions constitute net periodic costs for the year in which they
are due.

All other retirement benefit plans are unfunded defined benefit plans for which the Company records accruals.
The pension provisions are calculated using the projected unit credit method in accordance with SFAS No. 87. The
future benefit obligations are valued using actuarial methods on the basis of an appropriate assessment of the discount
rate, rate of compensation increase and rate of increase of pensions.

Concentration of risks

A portion of the Company's revenue is derived from services provided to other companies in the
telecommunications industry, mainly to alternative telecommunications 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
sheet dates, the Company does not have any significant concentrations of business transacted with a particular
supplier or lender that could, if suddenly eliminated, severely impact operations. The Company also does not have a
concentration of available sources of labor, services, franchises, or licenses or other rights that could, if suddenly
eliminated, severely impact operations. The Company invests its cash with several high-quality credit institutions.

Foreign currency translation

Until December 31, 2001, the Company prepared its consolidated financial statements in Austrian Schilling
and then translated them into Euro using the official fixed exchange rate of 13.7603. Since January 1, 2002 the
Company has adopted the Euro as its functional currency.

Foreign currency receivables and liabilities are recognized at the exchange rate applicable on the transaction
date and retranslated periodically at the then ruling balance sheet rate. Unrealized foreign exchange losses and gains
due to exchange rate fluctuations are recognized in the statement of operations.

The functional currency for the Company's foreign operations is the applicable local currency. Assets and
liabilities are translated using the current exchange rate in effect at the balance sheet date. Revenues and expenses are
translated using the weighted average exchange rate during the period. Resulting translation adjustments are recorded
as other comprehensive income or loss.

Revenue recognition

Wireline

The Company generates revenues from fixed line services to individuals, commercial and non-commercial
organizations and other national and foreign carriers. Fixed line services include access fees, domestic and long
distance services, including internet, fixed to mobile calls, international traffic, voice value-added services,
interconnection, call center services and public payphone services.
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The Company recognizes long distance and local service revenue based upon minutes of traffic processed or
contracted fee schedules when the services are rendered. Revenues due from other national and foreign carriers for
incoming calls from outside the company's network are recognized in the period the call occurs.

Access fees, monthly base fees and lines leased to commercial customers are billed in advance resulting in
deferred revenues. These fees are amortized over the period the service is provided. Cash discounts and incentives
are accounted for as reductions in revenues when granted.

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.

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.

The Company has entered into a limited number of agreements with other telecommunication operators
outside of Austria whereby the Company grants some pre-defined access to existing capacity on its physical network
in return for similar access to the physical network of the counter party. The Company does not recognize revenue or
an obligation to the counter party under such agreements apart from the trade revenue arising from subscriber
transactions under normal tariff plans. The benefits and costs of such swap agreements will be reflected in the
Company’s results of operations in the periods in which they are realized through reduced interconnection obligations
and revenues, respectively.

Wireless

The Company provides mobile communications services to individuals and commercial and non-commercial
organizations through mobilkom austria. mobilkom austria generates revenue primarily by providing digital wireless
services as well as value-added services, text and multimedia messaging, m-commerce and information services. To a
lesser extent, mobilkom austria generates revenue from the sale of wireless handsets.

The Company recognizes mobile 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.

Certain prepaid usage services in the mobile communications segment are billed in advance resulting in
deferred revenues. These fees are amortized over the period the service is provided. Cash discounts and incentives
are accounted for as a reduction in revenues when granted. Customer acquisition costs are recognized ratably over the
contract period as marketing expense when a service contract exists.

Revenue and related expenses associated with the sale of wireless handsets to distributors are recognized when
the products are delivered and accepted, as such sales are separate and distinct from the sale of wireless services to
customers.

Activation revenues and direct incremental expenses are generally recognized over the average expected
contract term. When direct incremental expenses exceed revenues, the excess is expensed.

Other service revenues are recognized when delivered and accepted by customers and when services are
provided in accordance with contract terms.
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Allowance for doubtful accounts

The Company estimates the portion of its outstanding receivables that are uncollectible based on aging
schedules. Based on historical experience, uncollectibility is estimated as an increasing percentage of each aging
category. Additionally, the Company records an allowance for specific customers if circumstances indicate non-
collectibility.

The estimated allowance for doubtful accounts relating to receivables sold under the securitizations described
in note (5) are recorded as accrued liabilities.

Stock compensation

The Company accounts for stock-based employee compensation in accordance with the intrinsic value method
prescribed by Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees. Further, the
Company accounts for its combination stock option and stock appreciation right plan in accordance with the
provisions of Financial Accounting Standards Board ("FASB”) Interpretation No. 28, Accounting for Stock
Appreciation Rights and Other Variable Stock Option or Award Plans, which requires the plan be accounted for as a
stock appreciation right.

The company will recognize a liability and pro rata compensation expense in the first period in which it is
probable that the target stock price criteria outlined in the plan will be met. Based on historical trends of the stock
and current market conditions, no compensation expense has been recognized under the plan for any of the years
presented. Application of the fair-value approach prescribed by SFAS No. 123, Accounting for Stock-Based
Compensation, would not effect the amount of compensation expense recognized under this combination plan (see
note (27)).

Derivative financial instruments

Effective January 1, 2001, the Company adopted SFAS No. 133, as amended, which requires all derivative
instruments, such as interest rate swap contracts and foreign-currency exchange contracts, be recognized in the
financial statements and measured at fair value regardless of the purpose or intent for holding them. Changes in the
fair value of derivative financial instruments are recognized periodically either in income or stockholders' equity (as a
component of accumulated other comprehensive income), depending on whether the derivative is being used to hedge
changes in fair value or cash flows. For derivatives designated as fair value hedges, changes in fair value of the
hedged item and the derivative are recognized in earnings. For derivatives designated as cash flow hedges, fair value
changes of the effective portion of the hedging instruments are recognized in accumulated other comprehensive
income in the balance sheet until the hedged item is recognized in earnings. The ineffective portion of the value
changes are recognized in earnings immediately. SFAS No. 133 also requires that certain derivative instruments
embedded in host contracts be accounted for separately as derivatives.

Upon the adoption of SFAS No. 133, the Company had cash flow hedges only and, therefore, recorded a
transition loss of EUR 11,492, net of tax of EUR 5,920, related to the interest rate swap contracts and a transition
gain of EUR 533, net of tax of EUR 275, related to the cross currency swap agreements, in other comprehensive
income. Additionally, the adoption resulted in the recognition of a derivative instrument asset of EUR 48,359 and a
derivative liability of EUR 17,412.

The Company has entered into various foreign currency forward contracts which are accounted for as free
standing derivatives. These forward contracts serve as economic hedges of the Company’s operating exposure to
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fluctuations in foreign currencies. Changes in the fair values of such forward contracts are recorded directly in
income.

Fair value of financial instruments

The carrying amounts of 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 financial 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, the Company
estimates the fair value to approximate the carrying value based on the audited financial statements, if available.
Those investments are tested for impairment if losses are generated over an extended period or if the business
environment changes materially.

Use of estimates

The preparation of financial statements in conformity with U.S. GAAP requires the use of estimates and
assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual results could
differ from these estimates.
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Changes in accounting principles

See note (13) for discussion of the Company’s adoption of SFAS No. 143 as of January 1, 2003.

As discussed in "Goodwill and other intangible assets” above, the adoption of SFAS No. 142 effective
January 1, 2002, changed the manner in which the Company accounts for goodwill and intangible assets acquired in
business combinations. Upon adoption of SFAS No. 142, the Company ceased amortization of goodwill and did not
recognize amortization on the indefinite lived intangible assets. The following table reconciles reported net income
(loss), basic earnings (loss) per share and diluted earnings (loss) per share to the corresponding adjusted amounts
excluding the effects of amortization recognized for goodwill in prior years:

Year ended December 31, 2003 2002 2001
Reported net income (10SS).....veveeiereeniieieniieie e sieeieeevesieeveneennees 134,241 12,789 (104,625)
Add back amortization
GOOAWILL ..ot - - 50,444
Goodwill included in equity in earnings from
MODIIKOM AUSTIIA....eviiiiiiiiiiiiii e - - 25,362

Goodwill included in equity in earnings, others....................... - - 1,639

Adjusted NEt INCOME........ccueeeuirieiieieeierieeteetee e 134,241 12,789 (27,180)

Basic and diluted earnings (loss) per share

Reported net income (10SS)....c.veeveeierierierieninieriereeieeeeeeee s 0.29 0.03 (0.21)
Add back amortization
GOOAWILL ..ot - - 0.10
Goodwill included in equity in earnings from
MODIIKOM QUSTIIA. .....vveevieeieeeeeie et - - 0.05
Goodwill included in equity in earnings, others...........c..cc.c..... - - -
Adjusted NEt INCOME........ccueeiiriieiieieeeerteeteeeere e ee 0.29 0.03 (0.06)

New accounting pronouncements

In May 2003, the Emerging Issues Task Force reached consensus on EITF Issue 00-21, "Accounting for
Revenue Arrangements with Multiple Deliverables", which addresses (1) how to determine whether an arrangement
involving multiple deliverables contains more than one unit of accounting and (2) how arrangement consideration
should be measured and allocated to the separate units of accounting in the arrangement. EITF 00-21 does not change
otherwise applicable revenue recognition criteria. EITF 00-21 is effective for Telekom Austria beginning January 1,
2004. The Company does not expect EITF 00-21 to have a material impact on the Company’s consolidated financial
statements.

The FASB issued FIN No. 46 in January 2003, “Consolidation of Variable Interest Entities”, which provides
guidance regarding the consolidation of certain entities in which equity investors do not have the characteristics of
controlling financial interest or do not have sufficient equity at risk for the entity to finance its activities without
additional subordinated financial support from other parties. FIN No. 46 introduces the concept of variable interest
entities, explains how to identify a variable interest entity, and requires that the primary beneficiary of any variable
interest entity consolidates that entity. In December 2003, the FASB deliberated a partial deferral of and certain
proposed modifications to FIN No. 46 to address certain implementation issues. The Board decided that all of the
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proposed modifications will be incorporated directly into a revised FIN No. 46, rather than into a new interpretation
that amends FIN No. 46 (FIN No. 46-R or the “Revised Interpretation”). The effective dates for the Company for
both FIN No. 46 and FIN No. 46-R are at the end of the first annual reporting period ending after March 15, 2004.
The Company does not expect to identify or consolidate any variable interest entities.

In April 2003, the FASB issued SFAS No. 149, "Amendment of Statement 133 on Derivative Instruments and
Hedging Activities", which amends SFAS No. 133, "Accounting for Derivative Instruments and Hedging Activities",
to address (1) decisions reached by the Derivatives Implementation Group, (2) developments in other Board projects
that address financial instruments, and (3) implementation issues related to the definition of a derivative. SFAS
No. 149 has multiple effective date provisions depending on the nature of the amendment to SFAS No. 133. The
adoption of SFAS No. 149 did not have a material impact on the Company’s financial statements.

In May 2003, the FASB issued Statement of Financial Reporting Standards No. 150, Accounting for Certain
Financial Instruments with Characteristics of Both Liabilities and Equity. SFAS No. 150 clarifies the accounting for
certain financial instruments with characteristics of both liabilities and equity and requires that those instruments be
classified as liabilities in statements of financial position. Previously, many of those financial instruments were
classified as equity. SFAS No. 150 is effective for financial instruments entered into or modified after May 31, 2003
and otherwise is effective at the beginning of the first interim period beginning after June 15, 2003. On November 7,
2003, FASB Staff Position 150-3 was issued, which indefinitely deferred the effective date of SFAS No. 150 for
certain mandatory redeemable non-controlling interests. As the Company does not have any of these financial
instruments, the adoption of SFAS 150 did not have any impact on the Company's consolidated financial statements.

(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 are included in the consolidated financial statements from the dates of the acquisition.

The Company's interests in mobile communications are held through mobilkom austria AG & Co KG and
mobilkom austria AG ("mobilkom austria"), which, together with its subsidiaries, operate mobile telecommunications
networks and provide ancillary services in Austria, Croatia, Slovenia and Liechtenstein. The operations include
wireless internet access.

On June 28, 2002, the Company acquired 100% of "AUTEL" Beteiligungs GmbH ("Autel"), which held a
25.001% interest in mobilkom austria, from Telecom Italia Mobile SpA (the successor of STET Mobile Holding
N.V.), a publicly-traded subsidiary of Telecom Italia, bringing its total interest in mobilkom austria to 100%.
Consequently, the Company consolidated the balance sheet of mobilkom austria for the first time as of June 28, 2002.
The aggregate purchase price was EUR 693,064 and the Company recognized goodwill in the amount of
EUR 431,304, a brand name not subject to amortization of EUR 159,161 and amortizable intangible assets of
EUR 229,004.

The consolidated statement of operations for the year ended December 31, 2002 reflects the Company's equity
in earnings of mobilkom austria through June 28, 2002 and mobilkom austria’s results of operations for the period
June 28, 2002 until December 31, 2002. As a result of the acquisition, the Company gained strategic and operating
control of mobile communications service providers in Austria, Croatia, Slovenia and Liechtenstein.

The following table shows pro forma consolidated results of operations for the year ended December 31,
2002, as if Autel had been acquired at the beginning of 2002.
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Pro forma
December 31,
2002
REVEIIUES ...ttt e et e e e eeee e e e e e e e e e e e e eeeeeeeeeeeeeeeeeeeeaeas 3,908,226
B8 1T 4 LR 29,844
Basic and fully diluted earnings per Share.............coeeevereerienenienieie e 0.06

The pro forma results include amortization of the intangible assets acquired, interest expense on debt assumed
to finance the purchase and income taxes as well as other adjustments including amortization of fair value
adjustments to long-term debt and pension benefit obligation and the reversal of deferred gain not representing a
liability. The pro forma results of operations are not necessarily indicative of what actually would have occurred if
the acquisition had been completed as of the beginning of the period presented, nor are they necessarily indicative of
future consolidated results.

As of January 30, 2003, mobilkom austria acquired an additional 9% and as of June 23, 2003, a further 19%
of VIPnet d.o.o., Zagreb, for a total purchase price of EUR 69,663 bringing its interest to 99%. mobilkom austria
recognized intangible assets of EUR 34,035, including intangible assets with an indefinite life of EUR 15,728 and a
goodwill totaling EUR 11,774 as a result of these two transactions.

On July 29, 2003, the Company acquired 74% of World-Direct eBusiness solutions GmbH bringing its total
interest to 100%. The purchase price amounted to EUR 1,543, of which EUR 543 was already prepaid. The Company
recognized goodwill totaling EUR 1,000 as a result of the transaction.

On September 23, 2003, mobilkom austria acquired 100% of paybox cee AG which held a 51.02% in paybox
osterreich AG for a total purchase price of EUR 795. Prior to this acquisition, mobilkom austria held the remaining
48.98% of paybox osterreich AG and accounted for the investment using the equity method. Consequently, the
Company consolidated the balance sheets of paybox cee AG and subsidiaries for the first time as of September 30,
2003. As the purchase price was less than the fair value of the net assets acquired and liabilities assumed, the
Company reduced the purchase price allocated to intangible assets (licenses). Following the purchase, paybox
osterreich AG was merged into paybox cee as of December 17, 2003.

On December 23, 2003 mobilkom austria purchased 100% of 3G Mobile Telecommunications GmbH ("3G
Mobile"). The net assets acquired consist of a UMTS license. The total purchase price was allocated to the license
and therefore no goodwill was recognized. Tax assets on acquired tax loss carry forwards were not recognized as
currently the use of these loss carry forwards is not considered more likely than not.

No pro forma disclosure has been presented for the effect of the acquisitions discussed in the prior four
paragraphs because the Company believes that the impact on the financial statements is not material.

On November 28, 2003, the Company sold 90% of Telekom Building Systems GmbH in a management buy-
out transaction for a total purchase price of EUR 537, reducing its interest to 10%.

(3) INVESTMENTS IN AFFILIATES

As of December 31, 2003, the investments in affiliates comprise a 26.00% interest in Omnimedia
Werbegesellschaft mbH ("Omnimedia") and a 25.10% interest in Output Service GmbH ("OSG”).
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In October 2001, the Company purchased 26.00% of the common stock of Omnimedia, a marketing and
advertising company for EUR 3,401. In accordance with SFAS Nos. 141 and 142, the goodwill totaling EUR 3,161
was not amortized in 2001 and 2002.

In January 2002 the Company sold a 74.90% interest in OSG, a formerly consolidated subsidiary, for EUR 26.
The Company accounts for its remaining 25.10% interest in OSG using the equity method of accounting.

In July 2003 the Company sold its 26.00% interest in Herold Business Data AG, the leading telephone
directory provider in Austria, to PASR Vierte Beteiligungsverwaltung GmbH for a total purchase price of
EUR 22,000 and realized a gain of EUR 18,367 which is recorded in equity in earnings of affiliates.

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

Year ended December 31, 2003 2002 2001
REVEIUES ...ttt ettt ettt et te e et ebeete e e et e te e s eteeaseensesseenseesseseenseares 35,515 68,045 67,491
OPETALING INCOMMIC .....eeuvintiitetieteeie st e rteettestteatesteesbeeabesste bt esbe it enbeeneesseesseensesseensesnsenses 4,653 7,833 10,922
B 1T ) 44 L= 2,908 8,285 6,867
At December 31, 2003 2002

TOLAl CUITENE ASSEES......uvveeiieeiieeeiiee ettt e e e e e ettt e e e s e e e eeesessaaareeeseesnraaaeeseeas 31,003 81,914

TOLAL ASSELS ...veeiieieieiieie ettt et et e e et e e eat et e e ettt e e aae e e eateeeenaeeeeeaaeeeeeaaeeeetaeeeeaaeeeans 31,684 92,911

(@51 o LA V=1 o1 D5 L= TN 28,808 70,129
LoNG-IM AEDE....vieiieieieiie ettt ettt ettt st st eaee e 1,357 3,846

TOtAl THADIIITIES ...ttt e e ettt ettt e eeaae e ear e e e enaeeeeenaeeesenaeee e 30,165 73,975

Total StOCKNOIACTS' ©QUILY ....ecvveivieeieeiieiietieitieie et ete et ete et teesaesaeeabeseeeaeesseseesseeneeneas 1,519 18,936

(4) MARKETABLE SECURITIES

Debt securities originating from cross border lease transactions entered into in 1998 and 1999 (see note (15))
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 iss